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MENTAL HEALTH AND
SUBSTANCE ABUSE PARITY

THURSDAY, FEBRUARY 28, 2008

U.S. HOUSE OF REPRESENTATIVES,
COMMITTEE ON WAYS AND MEANS,
SUBCOMMITTEE ON HEALTH,
Washington, DC.

The subcommittee met, pursuant to notice, at 10:01 a.m., in
Room 1100, Longworth House Office Building, Hon. Fortney Pete
Stark [chairman of the subcommittee] presiding.

[The advisory announcing the hearing follows:]
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ADVISORY

FROM THE COMMITTEE ON WAYS AND MEANS

FOR IMMEDIATE RELEASE CONTACT: (202) 225-3943
February 21, 2008
HIL-20

Health Subcommittee Chairman Stark
Announces a Hearing on Medicare Advantage

House Ways and Means Health Subcommittee Chairman Pete Stark (D—CA) an-
nounced today that the Subcommittee on Health will hold a hearing on the costs
seniors and people with disabilities pay through the Medicare Advantage Program.
The hearing will take place at 10:00 a.m. on Thursday, February 28, 2008,
in the main committee hearing room, 1100 Longworth House Office Build-
ing. At the hearing, the Government Accountability Office (GAO) will release and
discuss findings of a new report on cost-sharing changes under Medicare Advantage
plans.

In view of the limited time available to hear witnesses, oral testimony at this
hearing will be from invited witnesses only. However, any individual or organization
not scheduled for an oral appearance may submit a written statement for consider-
ation by the Committee and for inclusion in the printed record of the hearing.

BACKGROUND:

Of the 43 million Medicare beneficiaries, 8.8 million (20%) are enrolled in what
are currently known as Medicare Advantage (MA) plans. These private health plans
must provide benefits “actuarially equivalent” to those covered under traditional fee-
for-service (FFS) Medicare (Parts A&B). However, Medicare Advantage plans can
and often do limit the network of providers that are available to beneficiaries, and
often have higher cost-sharing requirements for selected services and different pre-
miums than traditional FFS Medicare. MA plans can provide additional benefits
that are not covered by traditional Medicare, such as eyeglasses and yearly physical
exams. However, some of these same plans charge higher cost-sharing for covered
Medicare services.

The number of private plans available to Medicare beneficiaries and enrollment
in such plans have grown steadily since 2003, as plan payments and options have
increased. There are now eight different types of MA plans: Health Maintenance Or-
ganizations (HMOs); Provider Sponsored Organizations (PSOs); Preferred Provider
Organizations (PPOs); Regional PPOs; Private Fee For Service Plans; Cost Contract
Plans; Special Needs Plans (SNPs); and Medical Savings Account plans.

According to the Medicare Payment Advisory Commission (MedPAC), MA pro-
gram payments were on average 113 percent of FFS expenditure levels in 2007. To
create financial neutrality between private plan and FFS payment rates, MedPAC
has recommended setting MA benchmarks equal to 100 percent of FFS. For many
years, plans were paid at 95 percent of FFS rates, reflecting industry claims that
private plans were more efficient. Only in recent years have payments risen to be
substantially higher than local FFS payments.

“I am concerned that seniors enrolling into Medicare Advantage plans
may be unaware that under certain circumstances, they may be charged
more than traditional Medicare,” said Chairman Stark in announcing the hear-
ing. “I look forward to hearing from CMS, GAO and our other witnesses
about the costs associated with Medicare Advantage plans, and the steps
that the Administration is taking to ensure that these costs are accurately
explained. I also think we need to get a better sense of what services plans
are actually providing with the extra dollars, instead of more rhetoric
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about what is offered. It’s an important distinction that deserves a full dis-
cussion.”

FOCUS OF THE HEARING:

The hearing will focus on the structure, costs and oversight of the Medicare Ad-
vantage program.

DETAILS FOR SUBMISSION OF WRITTEN COMMENTS:

Please Note: Any person(s) and/or organization(s) wishing to submit for the hear-
ing record must follow the appropriate link on the hearing page of the Committee
website and complete the informational forms. From the Committee homepage,
hitp:/lwaysandmeans.house.gov, select “110th Congress” from the menu entitled,
“Committee Hearings” (http://waysandmeans.house.gov/Hearings.asp?congress=18).
Select the hearing for which you would like to submit, and click on the link entitled,
“Click here to provide a submission for the record.” Once you have followed the on-
line instructions, completing all informational forms and clicking “submit” on the
final page, an email will be sent to the address which you supply confirming your
interest in providing a submission for the record. You MUST REPLY to the email
and ATTACH your submission as a Word or WordPerfect document, in compliance
with the formatting requirements listed below, by close of business Thursday,
March 13, 2008. Finally, please note that due to the change in House mail policy,
the U.S. Capitol Police will refuse sealed-package deliveries to all House Office
Buildings. For questions, or if you encounter technical problems, please call (202)
225-1721.

FORMATTING REQUIREMENTS:

The Committee relies on electronic submissions for printing the official hearing record. As al-
ways, submissions will be included in the record according to the discretion of the Committee.
The Committee will not alter the content of your submission, but we reserve the right to format
it according to our guidelines. Any submission provided to the Committee by a witness, any sup-
plementary materials submitted for the printed record, and any written comments in response
to a request for written comments must conform to the guidelines listed below. Any submission
or supplementary item not in compliance with these guidelines will not be printed, but will be
maintained in the Committee files for review and use by the Committee.

1. All submissions and supplementary materials must be provided in Word or WordPerfect
format and MUST NOT exceed a total of 10 pages, including attachments. Witnesses and sub-
mitters are advised that the Committee relies on electronic submissions for printing the official
hearing record.

2. Copies of whole documents submitted as exhibit material will not be accepted for printing.
Instead, exhibit material should be referenced and quoted or paraphrased. All exhibit material
not meeting these specifications will be maintained in the Committee files for review and use
by the Committee.

3. All submissions must include a list of all clients, persons, and/or organizations on whose
behalf the witness appears. A supplemental sheet must accompany each submission listing the
name, company, address, telephone and fax numbers of each witness.

Note: All Committee advisories and news releases are available on the World
Wide Web at http://waysandmeans.house.gov.

The Committee seeks to make its facilities accessible to persons with disabilities.
If you are in need of special accommodations, please call 202—-225-1721 or 202-226—
3411 TTD/TTY in advance of the event (four business days notice is requested).
Questions with regard to special accommodation needs in general (including avail-
ability of Committee materials in alternative formats) may be directed to the Com-
mittee as noted above.

——

Chairman STARK. Good morning, and thank you for joining us
on this hearing this morning as we review the value of Medicare
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Advantage overpayments. We will commence our hearing in a mo-
ment.

We are now overpaying Medicare Advantage plans around 13
percent, on average, according to MedPAC’s latest analysis. In
some areas, we are overpaying them by 50 percent. The President
just sent us a budget with more than half a trillion dollars in cuts
to Medicare over the next decade, but none of those cuts came from
Medicare Advantage. The overpayments in that budget remain
firmly in place.

The President’s budget also sent to Congress a legislative re-
sponse to the so-called Medicare trigger. Again, the President’s
plan protects the special interests of the Medicare Advantage plans
and puts all the costs or the cuts of meeting what I think is an ir-
responsible trigger policy squarely on the backs of America’s sen-
iors by increasing prescription drug premiums for millions of bene-
ficiaries.

Clearly, the administration believes that these overpayments are
warranted. We asked the GAO, the Government Accountability Of-
fice, to report back to us regarding to what extent these overpay-
ments translate into reduced cost-sharing or extra benefits, and if
any or if so, whether this is an efficient way to achieve any goals
that were inherent in these reduced costs or extra benefits.

The report was requested jointly by the Committee on Ways and
Means, our subcommittee, Energy and Commerce, and the Govern-
ment Oversight Reform. I don’t want to steal the GAQO’s thunder,
but I think it is worth highlighting a few of the things that the re-
port will discuss today.

First, we have no idea what beneficiaries actually receive in
Medicare Advantage plans because there is absolutely no require-
ment that the Medicare Advantage plans turn over any data on the
services actually rendered to the government or to beneficiaries.
The only way GAO could analyze the different benefits was to rely
on projections from the Medicare Advantage plans with respect to
how they said they would spend their subsidies. That is not accept-
able. That is just like no-bid contracts in Iraq. We ought to know
what we are getting, and it would be a simple matter for CMS to
request that data.

Second, if you look at the Medicare Advantage plans’ own projec-
tions, the GAO finds that beneficiaries can spend more in a Medi-
care Advantage plan than they would in fee-for-service Medicare.
They can spend; they don’t necessarily all spend more. The services
most often associated with higher co-payments are home health
and hospitalizations, two services that are vital to sick people and
are obviously more of a burden to low-income people. If plans suc-
cessfully cherry-pick healthy seniors, which they do, and the pay-
ments are based on averages, it means we are overpaying them
even more than we think.

Third, the report shows that MA plans invest 3 percent in Part
B premium reductions, and that is the only improvement that is
guaranteed to be valuable to every enrollee.

Fourth, the Medicare Advantage plans are far less efficient than
fee-for-service Medicare, which essentially operates with a 98 per-
cent medical loss ratio. In contrast, in the average Medicare Ad-
vantage plan, the medical loss ratio is 87 percent. But nearly one-
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third of the plans have a medical loss ratio of less than 85 percent.
It would be good to know how low the medical loss ratios actually
go. CMS has actually refused to release that data to GAO, and my
hope is that they will be able to explain why they won’t release the
data and perhaps change their minds.

GAO’s findings raise serious questions about the value of lav-
ishing subsidies on Medicare Advantage plans as a means to “help”
Medicare beneficiaries. Today’s second panel will reveal what is
happening to Medicare beneficiaries in the real world as they at-
tempt to navigate the confusing world of Medicare Advantage and
the shoddy sales practices that their shyster-like sales people foist
on frail and often confused Medicare beneficiaries.

Our witnesses will confirm that many Medicare beneficiaries are
unaware that their costs may be higher than they would in tradi-
tional Medicare. They believe that they are enrolling in a Medigap
plan under which they would never pay more, and they are
shocked when they learn how much they have to pay. These issues
are only a small part of the oversight needed in the Medicare Ad-
vantage plans.

I would be remiss not to highlight that the CHAMP Act, which
we passed out of the House last year and is still pending in the
Senate, addressed many of these concerns. It leveled the playing
field on payments to Medicare Advantage plans. It required plans
to meet a medical loss ratio of 85 percent to participate.

It ensured that beneficiaries wouldn’t pay more in Medicare Ad-
vantage than they would in traditional fee-for-service Medicare.
And it provided states with the tools they need, and the Federal
Government refuses to use, to regulate marketing of Medicare Ad-
vantage plans to protect consumers.

It may sound differently, but I am not against private plans in
Medicare. My district has perhaps the highest penetration of Medi-
care Advantage in the country. Half of the people in my district—
not half of the insured, half of the people—in my district belong to
Kaiser Permanente, a credible managed care plan. And they should
have the choice to join that.

But the rest of us shouldn’t be subsidizing the people who choose
to go into Kaiser. Plans should compete on a level playing field and
preserve many of the core choices that really matter to bene-
ficiaries.

I think that managed care and multi-discipline group practice
will be the medical delivery plans of the future, but I see no reason
that they have to be grossly overpaid and under-regulated.

Mr. Camp?

Mr. CAMP. Well, thank you, Mr. Chairman. And what are the
benefits of Medicare Advantage plans and what they provide to
beneficiaries is an important question. So thank you for having this
hearing. It really goes to the heart of the debate about Medicare
Advantage.

Unfortunately, most of the witnesses today are going to use the
highly selective data and hypothetical scenarios to draw negative
conclusions about the benefits provided by Medicare Advantage
plans. This stilted analysis does not reflect the experience of most
Medicare Advantage enrollees or the actual value of the plans they
provide.
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Medicare Advantage plans provide significant savings for their
enrollees compared to what is charged in traditional Medicare. Ac-
cording to the GAO, beneficiaries in Medicare Advantage would ex-
pect to pay $804 less this year in out-of-pocket expenses than those
in traditional Medicare.

And these findings were echoed in a recent Kaiser Family Foun-
dation report that examined actual beneficiary health spending.
The Kaiser report found that, on average, beneficiaries enrolled in
Medicare Advantage coordinated care plans would save nearly
$550, and beneficiaries who use the most healthcare services would
save nearly $4,200 compared to those in fee-for-service Medicare.

Anyone who doubts that Medicare Advantage plans provide real
savings to beneficiaries need only look at the rapid growth in en-
rollment in these plans. If beneficiaries did not see the real value
in these plans, enrollment in Medicare Advantage would not have
doubled since 2003, bringing total enrollment in these plans to
nearly nine million beneficiaries.

Fee-for-service Medicare fails to protect beneficiaries from cata-
strophic healthcare costs, and often forces them to pay large
deductibles and cost-sharing payments. This reality is the reason
why approximately 40 percent of Medicare beneficiaries have either
enrolled in Medicare Advantage or have otherwise purchased
Medigap plans.

Instead of attacking programs that provide choices and quality
care, we should be looking at ways to perform the traditional Medi-
care, which provides less. This is exactly what the Republican ma-
jority did when it created Medicare Advantage in 2003. I am dis-
appointed by the analysis in GAQO’s report, which fails to reflect the
real-world experience of the beneficiaries enrolled in Medicare Ad-
vantage.

In fact, GAO’s report does not reflect the reality of a single bene-
ficiary in any Medicare Advantage plan. The report only looks at
hypothetical beneficiaries who use only certain types of services
and enroll in a narrow selection of plans. I frankly expected more
from the GAO.

At the conclusion of this hearing, I intend to send a letter to the
Comptroller General asking that GAO undertake a new study. I
hope this study will review the actual services used by real bene-
ficiaries and compare that to the benefit packages of the most pop-
ular Medicare Advantage plans. I suspect that this analysis will
give a much fairer and more representative view of the savings
that Medicare Advantage plans provide to Medicare beneficiaries.

Critics of the program will undoubtedly use this report to attack
Medicare Advantage and assert that it fails to provide real benefits
to program enrollees. In doing so, they will ignore the reality that
the vast majority of plans actually provide much better cost-shar-
ing benefits. They will also ignore the fact that GAO found that
half a million beneficiaries have chosen to enroll in plans that have
no cost-sharing on inpatient hospital visits.

Some opponents of seniors being able to choose their healthcare
instead of government believe that seniors are not smart enough to
make choices about their healthcare. I fundamentally disagree, as
do the 18 million seniors who have chosen Medicare Advantage and
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Medigap plans, as I said, more than 40 percent of all Medicare
beneficiaries.

If we give them the opportunity, seniors will choose the plan that
best fits their needs and provides them with the best benefits. And
if we are really concerned about seniors not getting access to the
best possible cost-sharing protections, perhaps we can agree to im-
prove the comparative data that we provide to all Medicare bene-
ficiaries. If everyone in Medicare could see how much they could
save by enrolling in Medicare Advantage, I believe that even more
beneficiaries would enroll in this important program.

Thank you, and I yield back the rest of my time.

Chairman STARK. As between bureaucracies, if my friend would
yield, I would like a report also about what beneficiaries receive,
not what they are offered, and have asked CMS repeatedly to give
us that information. They can tell you they don’t have it and they
don’t collect it.

The GAO would love to do the report for us, and the data doesn’t
exist. So I would be delighted to join with my colleague to say, let’s
require this data. And I am not sure who would be able to better
use it for their position. But the fact that we are not getting the
data, I think, is that we are kind of legislating in the blind.

And I hope you would agree that we can require that data to be
forthcoming, and it could be sanitized so we protect competitive ad-
vantage and that sort of thing.

Mr. CAMP. I think being able to use real data from real plans,
and not hypothetical plans—this report purports to be an analysis
l(if c((i)st-sharing and Medicare Advantage, and it does nothing of the

ind.

Chairman STARK. But let us hear from the people who have
been wrestling with this. And we will start with Kerry Weems. Ad-
ministrator Weems is the acting administrator for the Centers for
Medicare and Medicaid Services, affectionately known as CMS,
from the U.S. Department of Health and Human Services.

Why don’t you proceed to enlighten us, Mr. Weems, in any way
you would like.

STATEMENT OF KERRY WEEMS, ACTING ADMINISTRATOR,
CENTERS FOR MEDICARE AND MEDICAID SERVICES, U.S. DE-
PARTMENT OF HEALTH AND HUMAN SERVICES

Mr. WEEMS. Thank you. Good morning, Mr. Chairman, Mr.
Camp, members of the committee.

Mr. Stark, you said you would be delighted, so let me add to your
delight today. I have directed our Center for Beneficiary Choices to
begin collecting the data that you request on additional benefits.
We will collect it for past benefit years.

There will probably be some data analysis that we will have to
do. But going forward, we will collect the data in a regularized for-
mat so that we can all understand it. I agree with the chairman
and with the ranking member. Let’s have a discussion about the
facts, and let’s get the facts on the table. It is time to do that. I
hope to be able to provide that information to this committee, to
the GAO, and to others, again respecting proprietary information.

Medicare Advantage is providing an affordable, high-value choice
to roughly nine million beneficiaries. In 2008, plans offer an aver-
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age of over $1,100 in additional value to enrollees beyond original
Medicare. For example, plans offer such benefits as routine eye
care, hearing exams, additional inpatient hospital days, reduced
cost-sharing for many services, and unlike original Medicare, MA
enrollees do not face separate cost-sharing for physician and ancil-
lary services when hospitalized.

I would like to now discuss GAO’s findings in their report re-
leased today, and focus on one important Medicare benefit, inpa-
tient hospital stays. At the risk of having warring charts, I did
bring some charts with me today, and I would ask the committee’s
indulgence as I discuss them.

If we would first turn to the one to my right, your left, this is
a complex chart but I think it

Chairman STARK. Kerry, do we have

Mr. CAMP. I am hopeful that you do, sir.

Chairman STARK. Thank you.

Mr. CAMP. Let’s start with the first column that says “One
Day,” and then we will focus on—for a one-day hospital stay, for
a Medicare Advantage plan—I am sorry. Do we all have it? Do we
have enough to go around? Thank you.

For a one-day hospital stay, the average cost-sharing for a Medi-
care Advantage enrollee is $237, as opposed to $1,108 under reg-
ular fee-for-service Medicare. And then if you take that and weight
it by population, for a one-day it is $225 as opposed to the $1,108.

And then we show the various plans at various percentiles, the
25th percentile, the median, the 95th percentile. Even at the 95th
percentile, for a one-day stay you can see that the cost-sharing is
considerably less than what it is for fee-for-service Medicare.

And in fact, if you now turn to the green boxes at the bottom,
you have to get to the 98th percentile of Medicare Advantage plans,
and still there is lower cost-sharing. And the lower cost-sharing
there is $952.

Then weight that by enrollment, and that is the very last row.
Ninety-nine percent of beneficiaries have chosen an insurance prod-
uct where their inpatient hospital copay for a one-day stay is less
than fee-for-service Medicare. And in fact, now taking that bottom
row, you can look across and see how beneficiaries have chosen
through this choice to protect themselves against catastrophic or
very high cost-sharing that you can see in fee-for-service.

So take pretty close to the average—the average inpatient hos-
pital stay is about five and a half days. So at six days, the expected
Medicare cost would be about $1,400. 87.5 percent of Medicare
beneficiaries enrolled in a Medicare Advantage plan have chosen a
plan which protects them against those higher costs. And then you
can see how that plays out, even on very long outliers. And this is
weighted by the actual plan choices that beneficiaries make.

This chart to my left, the bar chart, shows essentially the same
data, but it is unweighted by beneficiary. The most telling piece,
just for this one benefit, is the choices the beneficiaries have exer-
cised to protect themselves against very high out-of-pocket costs.

So I think that lays a good foundation for our discussion today.
I will stop there.
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[The statement of Kerry Weems follows:]

Testimeny of
herry Weems
Acting Administrator
Centers for Medicare & Medicsid Services
Before the
House Ways & Messs Subcommities on Heslth
On

The Structure and Costs of the Modicare Advantsge Program
February 28, 2008
Good moming Chasrman Stark, Rasking Mossber Camp and distinguished members of the
Subcommines. Tam pheased 1o be here wodey 10 decuss the Meadicare Advistage (MA) peogram.

MA s providing an affoedable, high-valee chosce for all Medicare beneficianies. Cumently, MA
enrollment is at an all-time high, with roughly coe-in-five (9 mallion) Modicare beneficianies
enmolled ina MA plan. MA plans are available in every Stase across the country and, m large
part dug 1o seprovements enacted by the Meadicae Prescription Drug, Improvement and
Modersization Act of 2000 (MMA], MA plisss see nom serving 3 significint sumber o
Besclicanes in nursd arcas. In 2008 MA plans are offenng an average of over S1100 in
addeicas] ansual value o enrolioss in senus of cost savings and added beneties beyond orgnal
fee-foeservice (FFS) Medicare.

Medicare Advantage Pavment Overview

Under the revised payment methodalogy included in the MMA, plams subesit bids for ther
projectod coets o deliver Part A and Pant B services in the coming yese, The bids are comparel
%0 county-specific benchumarks, sad adjusted o reflect the health risk charactenistics of their
enrollees, o determine the 1otal payment 1o plass.

Benchmarks are the maximem amount Medicare will pay a particular type of plas for delivermg
Part A and B benefits in a specific peographic area. They are devermined by the Secretary cach
wear under o methodology provaded in the Medicare law, For most plans, benchmarks are based
on the county capitation rates thet were used for payment prrposass before the bidding system for
MA plams began in 2006, Plan benchmarks are aveniges of cosnly nges weightod hasad on
propected plas cnrollescet i coch comnty ina plan's serice sea
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The vast magocity of plan bids are below thar respoctive benchimarks. I 2 plan bid & above the
benchoark, an enrolles mest pey the ditference i the foem of 2 pressium, refesred w s the
“hasic beneflcary premesm.” If 2 plan bid & less than s benchunark, 75 percent of the
afference, termed the “rebate.” must be provided w carolkees is exura benefits {in the foem of
costsharing reductions, premium reductions for Pan B or Pant D, or additonal covered services).
For local plars, the remaining 25 percent of the difference is retamed by the Federal Treasury.
For regional peeferred provider orgamization (PPOs), 125 percent of the difference is retained by
the foderal sreasery and the remaming 12.5 peroent 1s direcsed %o the MA Regwoaal Plan
Stabilization Fend.

In March 2007 MedPAC reported thae pevments to MA plans m 2006 werg on average |2
percent bagher than estimated federal costs if the MA earollees were still in FFS Medicare.” As
CMS westified w 2007, there are 3 number of important Bactors 50 keep in mind when considering
the paveent differontial peescated by such amalyses.  These differentishs exst because of s
ingerest By policymakers W ensure Sal payments were high cnough in ko per-capita-oost ancas
10 pronide beneficancs @ those aress with privale plas opticas. Representatives of regions with
korw per-capiea costs anguead that otherwise the beneficanes s thee aress were being
dsadvistaged jest because their arcas were low st The policies in place now have achieved
the goal of beoad access 10 private plans, and have also resultod in lesseaing the vanation
between the high and bow-cost regions. The ratio between the highest and kowest county
paymsent rate was 547 in 1997 and s now 2.29 (for 2008),

Focusing on aggregate MA payment differentials over-simplifies the issse by not acknowledging
regional variations in FFS costs. We know that there is wide peographic varsation m average
FFS costs, Whike average MA payments mationwide may excoed averape nationwide FFS costs
by 12 o 13 percent, the actenl differential vares considerably across the coustry.  Differentials
tend to be highest in ancss where average FFS costs and MA payments are the lowest - often
rural arcas.  DifTerentiads are koowesd, or close o 20, in ancas where average FFS costs and MA

PMAIPAC il s o updre on Masdh |, 2008, Based on the Decanbrer 2007 MalPAC resting. the sen
pocted dficrential o cxpoctad o be |3 p for 2008

2
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payescats are the highest. For examgle, s 2007, average MA plan payments in La Crosse, W,
exceoded average FFS costs in the area by 41 percent. [n the higher<ost Dade, FL aren,
however, the average MA plan payments was actually 2 percent less than average FFS costs.
Lookisg at the differences in payment between La Cross and Dade counties akooe (41 percent
and 2 percent, respectively), might head somecac to conchude that plass in Dade are far moce
efficsent than plass in La Crosse. In La Crosse, the average risk-adjusted FFS cost & just $412.
In Dade 1t is more than double, at $ 1062, It is incorrect %o suggest that plans in La Crosse are
bess efficent based o a comparisom of their payment rates 1o deamatically lower risk-adjusted
FFS costs,

The Valwe of Medicare Advantage
Competition in the MA progries has craed significint vadee for beneficances. For example,
MA enmllees typecally benefit froems reduced cost-sharing relative 10 FFS Medicare, all regonsd
PPO carollecs hanve the protection of & required catastrophic spending cap and a combined Pat A
and B daductie. In additon:

* 67 percem of plans hine coverage for oye glasses;

® 83 percent bave covernge for rostiae ¢ye exams;

* 56 percemt cover additional inpatiost acute care sty danvss amd

* 90 percenm wanve the 3-day hospital stay requiremest for Skillod Nersing Focllicy care.

In 2008, enrollees in MA plans are receiving, on average, odditonal benefits, including lower
cost-sharing. with a value of $9% per month. MA plams restrecture and redece average cost-
shaning relative to FFS Medicare.  Many MA plan enrollees also receive basic Part D
peescription drug coverage o a bower cost than stand-alone Part D plans (PDPs) can provide.
Enrollecs in MA plans that inclode Part D coverape (MA-PDs) save money on drug coverage =
two wins First, MA plam dreg pressums for besse coverage in 2008 were, on sverage, about six
dollzns e than average PDP pressums for beesc coverage. Secomd, Se MA payment strictune
allows MA-PDs o wse rebaies (o further reduce Paet D premivems. On average, Pant D peemium
savings from rebates wis more Tan $16 per mondd in 2008,
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Additiosally, enlike with FFS Medicare, MA carollees do not face the plysican and ancillsey
services cosl-sharing associated with a hospital stay separaiely. These costs are bendled wieh the
bospiial cut-of-pocket cost-sharisg, What Is moee, many plans dave additiosal coverage in the
fonms of maveum out-of-pocket limits for spetient stays.

We do acknowledge the Subcommitiee's previously expressed mterest @ data reganding the
wilization of additoasd benefits by plan ensollees. We do noe currently collect compeehensive
wilizatia datn on 2kl MA benefits. However, MA ensollees do repoct oo thes perception of the
expenence in MA plans through the Consumser Assessment of Health Plan Survey (CAHPS)
Scores from CAHPS are comsistently high. Eighty-six percent of respondents give their plam a
rating of 7 or higher (o a scale of 10). Ninety percent of respondents indicated that they usually
or always roceived neoded care. Lighty-eaght percent of respoadents indicased that they wsualty
oc always received care quickly.

Onersight of MA Flams

With respect 10 CMS oversight of MA plars. | want to indicate my unequivecal commitment jo
prokecting people with Medicane from potential marketmg abuses and %o ersuring that
beneficiaries have the infoemation they meed to make informed choices abost their health care,
Since Sepiember 2007, when | began my tenure as Acting Adminsarator, | have made it o sop
peionty foe CMS %0 be more proactive and tansparent than ever before in overseomg the MA
peogram, and we have made significent strides in stresgthening peogram oversghl,

Greater transparency allows beneficiancs, you i the Congress, sed ol mterested partics % hine
a dearer awsreness of our ongomg oversight activities, the mature of any plan violstons, and the
actions we tke W remedy thess, [n Novessber 2007, for example, we wsplosented a star-ating
system for MA plans that expandad on the existing rating system for preseripeion drug plans.
This Web-based 100l providad the public with & powerful sew way W compartsoa shop MA
plans durisg the 2007 open enrollment period Ia the past month, we retised our sppeoach 1o
posting Corrective Action Plass (CAPS) ca the CMS Web shie, making the infonuation on CAPs
moce aocessible and understandable for beseflolarkes and others.” CMS has posted summary

e N ol
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enforeement actioa infoemation w the Web s well, such as infonmaton os intermediate
sanctions and cnil monetary pesalties (OMPs) kevied against plans.” We believe tat all of these
etfons towand increased transparency e shaping MA plan behavior in the ways that we had
boped. Forexample, in a recent meeting wieh o sanctioned MA plan, the plan's senior officials
cited the public posting of CMPs as a significant concem due 1o its impact on how existing and
potentil enrolloes, view the plan. In other words, plans are taking CMS oversight very
senously.

We have strengthenad our oversight and enforoement sools through @ vieicty of mesiees smod
at hodding MA plass - and, Bocause of the relative “newness” and rapid growth of thes option,
peivate-fee-for-senvice (PFFS) plass in particular - respoasible foe their maeketing peactices and
the conduct of their sgents and beokers. In December 2007 we published & Fisal Rule claritying
and modifying complinnce reguirements for MA and prescription drug plans.” For example,
ender the mew Final Rule. we are streamlining the process of mnposing intermediate sanctions
and CMPs, by climmating the informal reconssderation process that had significanly delayed
CMS action and our ability to make compliance actions public in the past, among other actions.
We also bave made cear m the Final Rule that appealing plaes bear the burden of proof when
challenging an adherse contract determination,

Furthermoee, CMS coatimues 10 seek ways o address concems relatad 1o marketisg of

MA plars . Including PFFS and SNPs, that limit the ability of plans 1o pressure beneficlancs
Ineo cenain products (s addition 1o the special carollment period for beneficlanes who have
boen peessured or decetved imo encolling in 2 plan). We also Bope to impeove mformation
sharing between MA orgasezations and Smate Medicaid agencies and have stepped up our routine
communication with our Office of Inspector General and the Department of Jestice to ensure
cocedination on matiers that ultimaicly may require law enforcement oversight oc imvestigation

Y OMSAI24FC, 72 Fed. Reg. 65700, Dix, 5, 2007,
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I imend 0 coatinue using all of the enfoecemest wols at my dispasal, along with contisued
trassparency, 10 peosect beneficanes from harmful marketeg practices and other peogram
violations to the best of our ability foe the remainder of my senwe as Acting Administrasoe.

Finally, we are aware of Govemnment Accosntabelny Office’s ongoing work %0 examine
addtional benefits in the MA program, and would like 10 highlight some methodological
concerns with their mahyss. The draft roport shared with CMS describes the type and value of
addtional benefits, including lower cost-sharmg that beneficianes receive when they chooss a
Modcare Advantage plam. [t compares the lovel of additiomal varloe that health maintemamce
ceganizations (HMOs), PPOs, and PFFS, plins offer beneficiaries Tnstead of highlighting the
vilue of these additional benefits, and how they vary by plin type, the sathors chose W highlyght
thal soeme MA ereolless are exposad 10 hagher inpationt hospitalization cost sharisg, The
methodology used 10 deserssne mpatient cost sharing was fawed @ that it did oot inchade Pant B
services, consader longer tleem Rospliaieations, o address effective out-of-pocket maximums
This flnding was then used wo create & general impression that MA plans do not wsually redoce
all types of out-of-pocket costs for beneficianes with their rebate dollars. Overall, CMS finds
the information in the GAO repoct confirms thae the MA peogram is working as Congress
imended. It s providing beoad acoess %0 o valmablke altemative 1o FFS Modicare,

Conclusien

Mr, Charinman, thank you again for $hes opportumsty to speak with yos today, We look forumnd o
working with Comgress %o further strongthen the MA progrsens, which is ofTers important choices
o all beneficiaries, including those in rural arcas who hssoeically have sot had chokees. The

system ofTers, enbanced benefits and access o high quality care for sppeoximately 20 ¢ of
the Modicare populaton, and & a paricularly mponsst option for these who bick access o
resiree covernge o other supplemental coverage through Medicald oc a private sspplement
policy. | would be happy to answer sy of your questons.

Chairman STARK. Okay. We can continue this in our inquiry.

And I would now turn to James Cosgrove, who is the acting di-
rector of healthcare issues—do you direct the issues or the depart-
ment that looks at the issues—at the GAO. And I guess you have

to suffer as the author of this. Right?

Mr. COSGROVE. I wouldn’t say I suffered. I think my team

worked long hours to put it together. So maybe they suffered.
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Chairman STARK. All right. Well, why don’t you expand on the
report, which we have all had a chance to at least see a summary
of, and enlighten us in any manner you choose.

STATEMENT OF JAMES C. COSGROVE, ACTING DIRECTOR,
HEALTHCARE ISSUES, U.S. GOVERNMENT ACCOUNTABILITY
OFFICE

Mr. COSGROVE. Thank you, Mr. Chairman and Ranking Mem-
ber Camp and members of the subcommittee. I am pleased to be
here today to discuss our findings on cost-sharing and additional
benefits in Medicare Advantage plans.

In 2006, Medicare paid $59 billion to plans, which was an esti-
mated $7.1 billion more than would have been spent if plan enroll-
ees had instead received care through the fee-for-service program.
So an important question is: What do beneficiaries and taxpayers
get for this additional spending? Our report and my testimony
today attempts to shed some light on this issue.

Our findings largely pertain to the rebates that plans received.
As you know, plans submit bids for providing Medicare covered
services. Plans that bid less than established amounts receive re-
bates up to 75 percent of the difference. And plans must use those
rebates to reduce cost-sharing, reduce premiums, or add benefits.

Because the benchmarks are set relatively high, plans may sub-
mit bids that exceed fee-for-service spending and still receive sub-
stantial rebates. Plans may also charge beneficiaries a premium
and use that money to reduce cost-sharing or add benefits.

In our report being released today, we analyzed how plans pro-
jected they would spend the rebates and premiums they received
in 2007. As has already been discussed this morning, these are
plan projections because the data currently do not exist to know
how plans actually spent the money or the services that they actu-
ally provided.

Nearly all the plans in our study received a rebate, which aver-
aged $87 per member per month. And on average, plans projected
allocating their rebates as follows: 69 percent to reduce beneficiary
cost-sharing; 20 percent to reduce premiums; and 11 percent to add
some coverage for benefits that are not provided under traditional
fee-for-service.

For example, plans projected spending about $4 per member per
month on some dental care. Plans projected spending lesser
amounts on other types, such as vision care or health education.

Because Medicare pays significantly more for Medicare Advan-
tage beneficiaries and plans project using much of that additional
money to reduce cost-sharing, it is no surprise that, on average,
plans’ overall expected cost-sharing is relatively low. However, we
found that beneficiaries in some plans could pay much more for
certain important services than they would have paid if they had
remained in fee-for-service.

And this is because plans are allowed, within limits set by CMS,
to establish their own cost-sharing requirements. So, for example,
about 19 percent of Medicare Advantage enrollees were in plans
that required cost-sharing for home health services. In contrast,
beneficiaries in the traditional fee-for-service program pay nothing
for that care.
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We also found that beneficiaries in some plans could face expen-
sive cost-sharing for inpatient services depending on how long they
were hospitalized. So, for example, as our chart shows, some plans
charge $275 or more for the first ten days of care. This is an exam-
ple of one plan, but there were 15 or 16 other plans like it.

In fact, there were 80 plans that charged more than $200 a day,
some as much as $375 a day. Some charged for more than ten days
of care. Of the 80 plans, they enrolled half a million beneficiaries.
Many of these plans had maximum out-of-pocket limits, but many
of these plans also had maximums that excluded certain services.

As our chart also shows and as Mr. Weems has pointed out,
beneficiaries in those same plans might pay relatively less for ei-
ther short hospital stays or extremely long ones. Nearly half the
plans we reviewed projected using some of their rebates to limit
beneficiaries’ annual out-of-pocket spending for cost-sharing. But as
I just mentioned, many plans excluded certain services from those
maximums; for example, physician specialists, mental healthcare,
outpatient substance abuse treatment, home health services, pros-
thetics, and durable medical equipment.

So in closing, it is important to remember that there is no free
lunch when it comes to Medicare Advantage. Any reductions in
cost-sharing or premiums and any increases in benefits have large-
ly been made possible only through the infusion of billions of extra
dollars into the Medicare Advantage program.

These extra dollars have resulted in a greater burden on tax-
payers and higher Part B premiums for all beneficiaries, including
those in the fee-for-service program. And in spite of these extra dol-
lars, some beneficiaries may face higher cost-sharing for important
services.

As Congress considers the design and the cost of the Medicare
Advantage program, it is important to remember to balance the
needs of all beneficiaries and ensure the program is sustainable.

Mr. Chairman, this concludes my prepared remarks. I am cer-
tainly happy to respond to any questions that you or other mem-
bers might have.
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[The statement of James C. Cosgrove follows:]

Statement of James C. Cosgrove, Acting Director, Health Care Issues,
U.S. Government Accountability Office

United States Government Accountablliity OfMice

GAO Testimony

Before the Subcommittee on Health,
Committee on Ways and Means, House of
Representatives

e e a1 551 MEDICARE ADVANTAGE

Higher Spending Relative to
Medicare Fee-for-Service
May Not Ensure Lower
Out-of-Pocket Costs for
Beneficiaries

Statemment of James Cosgrove, Acting Director
Hesdth Care

GAO-O8-8227
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MEDICARE ADVANTAGE
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Background
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oy e Mediowre FFS progroe ' Most Modicare berefaoiaros who e
Iggibo for Mexk F¥Scanch o enrol = e MA peograrns,
operoned theough Medioare Part C, nstead of Medioare FFS S A1 Medowr

Vo U b, W e D Sorw e 0 ey 00 T (e el e s’
Aermatadind Seal eap are paid.

Vw2000, e rmai by Punt B v was st 8 MLE Al bbb b lnivee

Soredolaion gy Faee

FUAA plan G et o Bmpibon canv, & beaell whibch bs prosided nwies Miedoare IS

R b ibbasks wih ewd alir vl i are mk chghie ba wnnt BN phina, wdews ey
donnkap B Ghosse w e cornlod be s NA plas €U SC & 18Gw- 21000 a Ty 2000y
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MA Plans Projected

They Would Allocate
Most of the Rebates
1o Beneficlaries in the
Form of Reduced
Cost Sharing and
Reduced Premiums

Luneficiarios, regandboe of i sourcr of covergye, can oo Lo receive
cutperint proscription dreg coverage thromgh Medicare Part 1)

Herehy i both Meds FFS and MA face costsbarmig requiretmmis
for medond senviees In Medicare FIS, cost sharing Inchades 2 Pant A aod »
Part B daordoctilhe, thee atoount bermeDcruies iimst pay for servioes befoee
Mestican FPS begtre to pog ' Medbcans FEPS cost sharmg abao inchades
m:e«mwmmqm«mrnmom
sk pory, and fictary rmusd jegy
m»mnumm Mkmdlmsﬂhpbu&mmdum
roqaincnents Oud aee differcal from Modioae FFS's mudum‘
roxpeirvenentx, sdthough an MA plan 1]
nmpmmummm«kmwuap«mw
pery usader Medhosoe FPS. MA plags see permtted 1o estaliish dolbe Uimils
o0 the amoure » bemelctary spends on cost sbaring In a pear of coverage,
Although Medionee FFS has 00 000 costsharing Booit. ™ YA plases can e
both vat-of-pocket muastrmuss, barets thoe e sppdy (o all services brat can
exchde cortaln serdoe categories, and senioespecifio macknmes, which
e limaies Ut apgldy 10 & sghe sorvioe cadegory. Thiser Linoits belp prosids:
Nzanctal prusection to beneficoeios who might atheratise have high cost-
Sharing experaas,

MA plates peopcted et on e, Dhey woukd alocate mosd of the
rvbates so benelictanies s roduced cost sharmg and rechaced prverdums for
Pant B sendoes, Pare D services, o both In 2007 aboost all MA pdans in
wourr stualy (1AT4 of s 2055 plare, or #1 geecerst) rovvinved o relote
peormene froem Mesthcane thot e ragesd S57 MM MA plans peogectad they
woukd allocate 85 percent of the petune (361 PMPM) 10 redoced cost
wharmy ard 20 percvat (817 PMEPM) to rechaced prventiao. MA plass
peofectod ey woul aBocate redativedy Brde of the retoses (11 peroest of

"Vor ccmphe, 1 2900 Mhodh s + L of 2 bk 1t
g partng for ae byeterd vy, Mﬂllmﬂ*mhnml’m

“Yor cmple, cotasanuree reige rogury 3 Sonedictary b gy 3 percont of fw 1ot
e for phawic s ik

“Vor cxmphe, 1 200 the Madoure copaywment Sor s € throagh 19 of s begat bewt sty
won KO ey

“Mixy Moo IS berw Soiarten pay premions far 3 type of suppdarsontd koo
Moy on Ny -‘oﬁhnlw:-\-y-ﬁ durwg e Mabosrr onmrd wvviers
Mol g pobobon v not svubabde 10 kower the cont during of MA boveloluim
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S10PYPM) o odditionod benefits et aee noe covered imder Medoare
FPS. (Sew g L) On sveeage, Sor ples that peorvaded detatled cost
estimates, the peofected doloe amournes of the common sdditionsd teneflts
e frven u bow of BL1L PSP foe atemationsl cutpetant eraciency
services 10 S8 PMPN for dental sendees. Additional benelits commonly
offervd lncladed dustsd servions, besdih oducation services, snd bauring
ervioes

O ———————
Figase 1: Prajecied Retate Alocation to Addtions Serefis, Preryure Recuctions.
e Cont-Sharing Meductions. 2007

o - '\\ Aoshrvd Suwd b

S, s s 0 . A ot reng bee -

A PWoosages B mogroed Oy Aucunt 2000 g srechrert. Ths sraryse & Dassd on * 00
AL W0 GRCLOND Wt Cud MAMpRA CAN 'S TRAL AN I WROBrard JAARA WY Al b AMtad Tl
dn o rwenby ekt T N0 St ol B Dud il o Citersion ol gt Wl Sl ruit vimieet &
-

Absour £1 mmdkm assnlllnumt- wvmmmlalln
an MA phe thee sdso chuarged oo pory for ki
tadlls. Murdmmulm. wra mnbulmclthe wo. The iverage

b { wiee 458 PAMPM Based o plare’ projectioons.
'cenmmmulatmx 77 percent of the sddtlonad beneflts ond
roduction in bessficiary cost sharmg wies fursded by selutes, with Uw
remainder being fended by addithonal berefosey premlmns

Page b GaDOsazY
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MA Plans Projected
that MA Beneficiaries,
on Average, Would
Have Lower Cost
Sharing than if They
Were in Medicare
FFS, but Some MA
Beneficiaries Could
Pay More

For 207, MA plases progentod Uat MA besaficiary cost sturing. fundad by
both robates and adobtional prosihrms, winhd be 42 peevent of estironed
coed sharing i Medionee FES. Ploss projected that their teneficiaries, os
avveage, worsld pogy S8 PAPN 2 cost #h and thary endi i thad thw
Mestioare FPS aquivadent cost sharing for their bepe@iolars was

A116 PYMPYL

Although plars progectend that teneficharies’ overall cost sharing was
bower, on sversgy, than Modicare FFS cont-aluring estinatos, soene MA
Plaes progected thae come sharrtng for oeradn conegoekes of servioes was
Mgher thos Medbouee FFS costaburniog esthmates. This is because overd]
coot abormy i1 MA plars s rovpained to be acticetally eguivalest o lower
compered 10 overall cost shanng In Medbeare FES, ot meay be ligher or
Jomn et for spevific categuries of services. Foe eampio, 19 percest of NA
tenefictarios were ereolbed In plarss theet projected hgher cost shoetag foe
Pomee bevith services, o0 avenige. than in Modicare FFS, which does not
rovgaine arry cost sdoantrgd for homse Beadth servioee Stribardy, 16 perovnt of
MA teneficharies were i plars with highes projected cost sharing for
Inpuatient serviovs nedative fo Modicare FPST (5o ik 1) Some MA
temefictarios who froquently weed these servioos wich Maher cost sharmg
thos Mediooee FFS coold have hasd overall cost sharng that was higher
Uee what thery woredd pery usder Medasoe FPS.

* Avernge cost stmreg teflern expeadies S the miie poyp et
Sere it m s e prageeted b o crsa cuieg oy of wrvior aml ve Sl nha
P R TP T
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Tatwe 1/ Bevatuborios 1 WA Flars wih Migher Paapcind Conl Braseg P
Nedicars S for @ Given Service Cetegory, 2007

Prace =148
Deseficarions «
ERLh )
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How s savens’ i Rt
IRt e 97248 "
Siiied rening laciy sevioss 4m o 3
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Prfemces servions’ 47003 1
Quigatert oty werdces” naw 1
S AL ey SRR B Parg L -
s We L W e e TN M G ey
W "

Tt howth sy motein shied w e servens. e baal seies, amd ol ety
servoen, of peosicied In s Some setieg.

Wamy Vi plare nciude cost sharmg Kor Jrafsmsersl Senioms. Such &8 DAyIous vists mosked

Curing 88 NEatant sy, In el N@atest CoM-Sharng MOt Al & neset. e CoM shang o
BN Py D S SMEIR Wikt T At COET BN My D Svinitated

P bt i A i T, By O Iy ' S b

Tt B gt e g Bl e v e Meies Past Il Ty ewihie gt T aw
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o § ey et cotaned by & DAMIICK. Bt scoarivg o o rot wchede Pt 8 e

adrwratond 9y § dhysoan
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Cont sharmpg Sor panuoular catogones of servioes varsed sabedzetially
anong MA plares. For excampde, with regaeds 40 inpatient cost sharing.
mcew than half o malbon beseficiarsms were in MA pews that boad a0 cost
sharing o ol In contrast, & skofae nnter of Benelickaries were s MA
plarse e roquired oo sheering Ul coudd resudl i 52000 of tnorve for a
10-dag hospltal stay s K100 or moee Sor thee averagedength hospitad
stiges ™ In Maoxtbcare FFS in 2007, beneficiarios padd o 8062 doductitde foe
the Nirst Soopital sy In 2 benelit peciod ao deductible foe mibsegaerns

"I srerage borgrh of wing For Mindinre FYS was 54 dgs i 200 according w0 8 MedPAL
snalyn of Mohonre come mpen deta
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Dosgrieal stags i e same beneflt period and o 31 peroest colrsiramoe for
plosdoia services that avveaged 7 per duy for e B & s of u
Doegreal stay and S35 per day foe subeacpaent days in the sy

Figurw 2 proatdes an il whe of an MA plan that could bere
exposed o beneficiany to Digher mpotient costs thom ander Modicare FF5
Whdde the phes = this (hestrene exatrple had lorwve cost sharng Sen
Medicore FFS for intial hospiral stays of 1 dags of less o well s nitial
Dot stays of 30 dugys cr moee, for st of othwer heaghs the MA plan
oot have cost henefoaebes mone than $1,000 abose out-ofpocket costs
ursder Nosdicare FFS The dispoeity Betwors autol-pocket costs under the
MA plan and costx snder Medcoer FFS wiss lingst whes comparny
oddtioned hospital visdts in the sane benelit period, since Mediomee FFS
dows not cheege 2 deddectthie (f an adsivedon covuns wthin 60 dow of &
Previous adwksion.

“Medcar 1VS oot sburig requbsorsents wiso incinde x 5248 Gy charge S ol
v bt g betwwnn A1 wad 50 ders
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2 of an MA i hpetent DFhareryl bom Pre Mebeass
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70 per chay xSl & s of W hongpeled sy, amd 555 pae dhry Mo e rermaieng Soen oF &

SrWced & DONOACArY IICHRIL. BC CNNped SA De BDOVE 3 DHROW 1 Brege.

oy B P O RO Mgt e WA e T Syt O Ml 8 2004 Acode g % Ol
e At 1 perest o homold sheys ware Srger B X0 e

Some MA plons had out of goe ket mastmams, whised heip protect
temeficiarams high spemcdang o cost sb A of Auget 2007,
abodr 88 peroest of bepeBokaries were enrodled In plaes thee had s oo ol
pocket masiirarn. However, oo phes exciudod certam serviom from
e ot of o bt st Servioes that were typheally excloded were
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MA Plans Projected

Approximately

87 Percent of Total
Revenue Would be
Spent on Medical
Expenses

Part B drags ol fooon o plunrsecy ™ osipuliend selodusos slvase amd
meertal health servioes, home health serdoes sod durble medioal
cQipat

Foe 207, MA plases peogactod ek of their sold novwsoes (5733 FMPM),
thery wirsld spend approxtiresely K7 peaoent (HES PUIN) on sediod
experees. Plans funher peojectod ey woukd spend agguoxinatdy
¥ percert of Lotal reverre (871 PMPM) on rorerodical exponses, sod i
ackmbsmration experses and rarketing experses, and approsimanely
A petcent (50 PMPM) o0 the plass’ peodits, on average. There wies

trvudead plars ta S perrrest of sevvnmes peogectnd 1o
Mmlmmﬂkﬂw For exanpde. abowt 30 pescere of
bumeficiarion—L T silion—were carolhod i phass Bl pecgentod spending
b thown A3 percent oo medond experses. While theee s no definitive
ﬂmmlmmotmmmlumthtwmmd
eaxperoans, Congr sdogted the 35 p teeabol o misdraam
|mmmwmmmwnmuuunmuwmm
At of 2T

mmmwcwm Sor cortaln categories of

+ sl saben. Otve type of MA
plan—Private mm«wwm»—mum » Largew peroentage of
rovenioe 1o maarketing and solos Uam other plan types ™ O averigde, &s o
peerrntage of fotal nveroe, reeborng sl sales expeases wiee
206 peroeat for FFPS plans compored 1o 2 4 percers for all MA plans

'knmb(lol U\;ﬁolhnrﬂnﬂh‘ B dras Soes B cmb af pochrd manisew
¥ B ok onslede uge LA werw
irtusterod by 3 phyrsician

TThe Chidoonis Thoah sowd Mockoum Procecthon Act of 2000 (CHAMP Act) ILIL 302
LInh Cong, § 4M CXOT), won posscd iy dw Howse of Drprosesmtoos o Augast |, 20T,

THYYS plarw allow b i Lo soe 30 provider thas socwpos o plan's pagwet trrma.
b phan trpes by W bon to PP i that we ochoded n oer ware Henkh
m-«mmhmmmun(-‘—-u ) amd Providey

O P o I TN o grewnlly tostrionod 40 sovlng
porviders wifen o setwach while Sonefctarion i T8 oo sor Soth s et work e e
wlatnarh prrihbors led v pug by -qlM'.n-n llbs wow vul ol mdn b
servhors, PSOw 0w DA plass thae v o dbg ape o
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Concluding
Observations

Mands the moey por bernefcsey i MA than it dowes for Benelictaries
In Meddicare FFS, ot an estimated adetional cost 30 Medicar of $34 Wllion
froon 2000 theough 2012 1n 2007, the avvenge MA plan receives a Modicare
robate sepial to sppenccimately 857 PMI'M, o vete. MA plases prigrcsed
they would albocane the vast magority of thelr retases — apgoosimmely

S g —to besadicl 10 redy sl Lo bower thatr oot
»-uwrnnnmmwmmlmmwmmmmu
ety small poetion of their rebates—appecaconaiels LL peroest—oo
perrvade adibtinead Senefits that are ot cosverd tnder Medhocer FFS.
Althoogh the redates cmmlb Bave hedped 1o rrake hesdth core mose
affondatde foe oy | dhedd in MA plages, sonme banefictarion
reagy Dow logher eocpenises than they wosld In Medicare FPS Further,
D peerndunes pond by betseficbaries in NModicare FFS are thad o boh
Mexdicare FPS and MA costa, benefirtares convrvd usder Modicare FPS
e sababtizng e additionad besedlts and lorwer costs that MA
Dvmeficiarms roovme. Whether e vadoe il MA Beneliciurios reoviae in
the form of reduced cose shoring, Jower peeriors, s ectrn boaeflts =
woeth the increvse] cost boews: by DereSctaries s Medoare FFS s a
dochdon for policyraskeenc Howvver, if e polacy objective i o sudwadton
heakh-care costs of low-inoome Medioare beseflclaries, [t may be pore
efficderdt 1o disvctly tangel subsbdios bo @ defind hwd

theam 4o sebwteiton prersdiens and cost sharmg for wl MA beoeDokaries,
Incliding those who are widl off. As Congress considers the design amd
et oof the MA progren, it will be treportant for policymmbors (o halaee
the peedds of besedlolarios—ne hading Shaose In MA pdans and those In
Marticare FFS—aith the necvssity of addrossisg Modian's loagtenn
Nremctal health

Mr Chavrmaan. this commpeses my prepaned remerks T woul be boggy to
rospond 1o sy questions soe of olhr Mesbaers of S Suloomriitioe ey
terve ot this time.

Foe further irdonmtion about this tistimoay, plesse contact

Jares Cosgrone at (A0 3127114 or congrovvd #mn gov, Contact polins
!m«.Oﬂde&Wx-uﬂNﬂlem e fonarsd
on the bue poae of this h Hrdenud, Darecioe;
Jernie Apter, mmmmmun lheolau.ml
Clirtetma C. Servo wesde by riv
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GAO's Mission

The Govermment Accoursabdliey OfMce, the ande, evalsation, and
Ivestigaive ann of Congress, exsts 50 sdppont Congress o meeting iss
constivetional resporsitdliones and 1o dedp lmpaove the porfoemance wad
ey Lility of S fecdersd 2 ﬁ-m-‘ orhean poogde. GAD
mm&ndwl‘rh& 2 I and policies;
and p da and other v o bl
(mmmwmmm s Murding dectsdons GAO's
commitment o good gosverenest s reflocted In s core valoes of
sccomiatdliny, Intogrity, and reflatain

Obtaining Copies of
GAO Reports and
Testimony

The Fastest andd comdest way 1o ot copies of (AD ocumments 31 5o cost
B theough GADs Web site (waw, gao o) Each weekday, GAD posts
reealy redevead peponts, testlinony. and comrespandence on s Web sie To
Parve GAD eradl you o st of newly posted peodoces esory aflemonn, go
1o o gon and sedint “Eanail Updines ™

Owder by Mall or Phaone

Tha first coqry of each peintod repoet s feee. Additional copos ane §2 each
Achanh of oy ceder shoudd b maade oot Lo the Sugermiendent of
Doctsnents GAD sdso acvvpts YISA s Mooderrsed, Orders foe 100 or
moee copies reatled to x smgle add v &t d 28 p Orderx
wharald be sere tix
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Wisdumgton, D 20045
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United States Govermment Accoustabiliny Office

GAO Report to Congressional Requesters

T MEDICARE
ADVANTAGE
Increased Spending

Relative to Medicare
Fee-for-Service May
Not Always Reduce
Beneficiary
Out-of-Pocket Costs

This Report Is Temporarily Restricted Pending
Official Public Release.
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T mmmm—
MEDICARE ADVANTAGE

Increased Spending Relative to Medicare Fee-for-
Service Mly Not Always Reduce Beneficlary Out-of-

What GAO Found

In 22007, mpwummammmumm

dudin pefils conngueed o Cusladuengg Al oot reductions OF the
e ;ml bt amoannt of 857 PVIPM, plars pocdecnad they woukd
alocate aboct $10 MM (11 percont) oo acddtioned bese g abomt $61 TMI'M
|60 perornd ) bo seduced cost sharteg, arsd aborat $17 PMPM (20 percend ) 1o
redooad peesime.

Usang fersding from beedy role o addie phe covervd 2
varkety of addiiomal Leymdies oo coverad by Mu«ﬂ'ﬂh‘.‘ﬂf Inehading
Sevtal sl Vo beywfits. On e lwﬁdphv( [«Wkn\ GAL pstiraaind
that swbates woul puy for apge By 7T I bensolitn
aned adehtional o dary prernnones wouhl puy for 00 rernindng 2 peroue

A plars prcgected thoe, on sverage, beoefctaries 11 thetr pleas wosld love
bowur cood shartrg than Modisre PP costabartrg estizuies, slihougds soone
WA pdars progectad e thedr besefictaries woskd have Mgher cost sharisg for
cenaln -m« categorion, sanch as home heal® core and Bpathont sendos

U was peagoctod (0 be higdwr for sorme ctegoess of
TV, knﬂrmn ho freguerdly e these servioes ookl burve bl
onvrall cont sharing Bt wordd be higher then teder Viadioore S

Oviavernge. VA pdass peodoctiond et they woule] alooute et 37 poroat of
Sodal revvrmee (S of TR0 PNPY) (o eedhoal expermes appoosinadody

y (571 1" so noe-madbond oxperses, nclading sdecristration,

rh el sdew. od sppovcersdely 4 peroend (839 PYPN 10 e plaed’
g, sometnees calied the phae’ peofi. Alsost 30 peroer of heselhiaries
weew erroled b plars thoe peojected they woadk] aliocate b than 83 pweveat
of ther revernaes $o mavboal eapemses.

I‘h(hn the wakee thee WA imwmrln the S of redaced com
Jwer p o woeth the ackbtiorsd oot
0 thocisbon foe pudiepmmbers. Howewsr, € 1he poduy olgectav s 1o salsslee
bk cone m.nllmnmn- mvmnum 11 regy e raee
#IMctent so roctly gt Lew to 2 o 1 lowr-dacoene poguiation than
bo sfrdetor peorrdares ared cosd shartrgd for afl MA beraficarus. nciudeg
hame w b are wedl off. As Corgress comslders She desdgn oo comt of N 1t

‘s boegderm Mrarcial bealth,

In commwating o0 & draft of this regon, the Comers for Medbour & Medboan!
Services expoweed coscem that the roport was nof bedarcoed becaose 1 dad
ok waffcdently foous on e s migdos of MA plres, GAD dhsigoes, This
repuont poroatdes b fonmathon on how plaes propected Siey workd see nedotes
and Meatifed kntanoos in wioch MA beoeBctarios ool have ousof pocket
cowts Righer tua they wousld e eag 1 under Yod! (3 5.8

Uraee Zasten »
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Tabde 1: Bebate Arsosre PPN Allocated to Addtiomal Berefits,
Proviim Beducthores, amd Cose Shaetag Bechcthons by
Plas Type, 2007

Talde & Percentage of Pemefctaries o Planes That Clorge an
Ackithonad Prososam oo Average Arsont of Addtional
Provreaes by P Type, 207

Talde % Average Progected VPV Costs of Adadtional Theaefits by
Serviee Category and Plan Thpe for Pl Thae Offerod
Benelits snnd Reportod Conds, 2007

Tabde & Peneficbaries in MA Plars with Fligher Projected Cos
Sariog Thas Medesre FFS for o Given Senvice Category
try Plan Type, 2007

Tabde T NA Plars That Exclinde Some Services inder a Senvice
Cutogory oo Thadr Out-of Pochet Mascormns

Tabde & The Csdoubetson of the Rebate foe Two Hypothetiosd MA
Plos

Tabde 7: Rubate Arsorarst Mbocssed 10 Acditioned Benefies, Premian
Iorductioms, and Cost-Shuartng Reducsos by 15 Type,
Lo

Tale & ¥V arsdiom o Vidoes of Ostof Pochot Maccermn by Pl
Type, 2007

"

”

"

Flgwee | Progected Betote Allocosion 10 Addithonal Benefins,
Prersdien Rodoctaors, sl Cosd-Shuaring Roductions by
10 Type, 2017

Figure 2 Pervertage of Benefortes in Plhns Covering Addtional
Bernefits by Phas Type, 207

Figure it Aversge Projected Cost Sharmg for MA Benelictaries
Comparsd 2o Their Cost Sharing In Medicare FFS, by Plan
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Flgere & Exzergde of an MA Pan with Inpaticene Cos Sharng
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Amoure and o Type, 207
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Fuose 7: MA Pross’ Projected Meobostag and Sales Expuonses by

Plan Type, 2007

Abbeevintions
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Usnited States Governmsest Acesastabi iy (e

Waskington, DC

Febinuary 22 20
Corggressnind Regosden

T 2006, the fexderad goemmanest spert on estiinated £39 billoo on the
Modicare Mvarmage (LA progran s alenutive o Ue odgined Modaee
foo-Sorservae | FFS) progren.’ The MA progran peonices heakh caw
coverage 00 Medionee benefolaries theough pervase health plases, referned
0 e MA plaree As of Aurgust 2007, B 1 sdlion poogde—abaont oow ol of
wvery fve Modicare bereth U i 3 MA plea. Althoogs
private heakh plars were ocginaly ersisionsd in the 13505 o 2 potestial
somroe of Modicare sanings, soch plars hanve rudly oo rovsand 1]
prograen speadng. Mediser sperding on private beadth ples has
Ineressed rapdly since Dhe eroctmers of the Madicare Presaription Dineg.
Ergpeosvinmnl, sod Modermbogaom Act of 2008 (NMA)," risng 64 peroomi
Srven SH o 300wkl corralirent has increseed by moee than
mml.mm\wmmmmwmmm
o ‘hhm | rale e uthar thimgs.” These

hikesd VA plaze 5o spend moce morey oo adiaional
mmmwnmmmmm-mmuxnu~mm

= cost st b ul

m‘ummwum-ummum
Modicare FFS boneficharies pay Sor coverige of ostpatiest senioes and
outpatient drgpe Bogrirdrg in 2000, MA phes wyre soguered 1o selas
hids for peoatding Medicarecoverad servioes. MA plars thee subimitied
hbbbtm prodetermined bercdumarks received aditional pugments,

0 ek seved werw roatned to speesdd thetr reloses oo adibtiomal
"Mehowre » B persoms nped 65 and ever,
.a-umummumum-.«mm‘- Mnbosrr

MAmmumm—mmmnmmm ad
oy sersioen. m!‘uloﬂlm
u..--mnuu»u—‘ [ R - ‘{

P A wsll) o privaebomh e thes
W-M\“;W Bewrer o Moviom Pt AN Moo
O e S o ¥ wndr Mhedur

P d
TR L N L0 LTL 20, et meg, LT S 300G, 21706,

Frivae bealh phass bind poonicaly [eovkded hoadh conwoge Lo Yl beve eiaton
thrwagh the Mecbomw « Chator progre. YDA ressrsed the progme “Madone Advasmge™
and Ammird corii puprner s and wher mperts ol de prages
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benels reduoed cost sharig, rediced preshinms, or 3 combisation of the
roe.

MthAmhmmm-dw
hovw radmed ¢ aboart the desdgn and coet of the program as
well as Iis effect o0 overall Moedicare spesding. The Modicare Paymens
Adviscey Commbedon (MedPAC) fond theet paytrosts to MA plaso in 2000
exooeded by 1 peroent whont Medicaee wouold have poid had MA
beneficburies reoviviad soevicrs Shroogh Modican: FPS The Congeressred
Thaddaet OMoe eetimatesd that 554 lllkon (n progecsed Medbcane speading
Sroon 2008 Sheough 2012 is the resolt of settiig MA plan puymerns sbove
Mechczer FFS sperading.’ MA ples’ pegrmeres thes place an sdditional
mummmmmmnm-mmcmm
seaed othwms havw roted sdready Gaoes Jorgg-tere i | chadk
Mmmmmmmmm-ﬂu»mmmmw
booo grnendion” Progomsis of the MA peograen seeert thal the cument
Teowd of MUA, ks pogrmienes hoss albosaed plares 30 ofer valimbile adidtioned
e fits snd madee houdth cire servioos sore affordalde foe benefcries,
parscularty in rursd ances whore petvate plan opticas had been vy
lrsdted. Parther, they mone that the MA progros provides boeneficianes
with private phes chotoes sed erables Shem to sedect phes that refiect
edr prefevences for peerslumes and cost sharing They also point odr that
divichaaks with bow i who oo st qualify for other gosverenest
Dealdth core coverage ey recetve some Naecial redbel by ereolling In an
MA plare Crithes of G currest MA peogoam segadest thal i the policy
otgeorie Is to mibedddar the health care of madvicuals with low moomes, 1
would be moee efficient 10 eectly tanyet subsidies 00 o woll defined how .
incoene popdation sudesd of smitsdchaing the health coee costs of all MA
benelckaries. Progrom crithes slso assert that o large portion of Bhe
adultiored pogrmients to MA phens goes 40 peudit and adiimpdrative cueds
o] that sorme MA benefictares face ligher cost sharing than they woold I
By rocetved covenigge Burough Molcane FPS Quosdions haav wso boen
rabsed thest whille the MA prograe provides teneflcianes wid sy health

mw Abimary ¢ I Mtionre A v Ivepoim st
Mrer * Wk DS Agetl 2007,
o e by » The Wi ‘ Progvem Nerck Thvnis ol

mmmam-bc Aprd w7y

Wi o dnonmion of Mhedioae's kag s faseial chalongos, we GALL Locy Tovm
Aetpet Dok Soctuy Owr Puture Bogabes Tk Ohodons Ty, GAOITSLT
(Wskrgoe, 1 Jan 11 287
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plan chotees, [t can be AEMNoult for even a sopliksticoned tayer to

the wrgplications of differvat cosd-slearing sersgensnts. n
addrion, some poboymakens s concerred ot becaee pevedoms pakd
wmmhmn'smwmwnm«mmmm
Progras s ey to MA plare rsask in hegher
pmmktd!l«twrmfﬂmm

Medoore pags MA pdans  per mersber per moath (PMEPND arosnt that s
Based] om 2 plan's bid—lis projection of Us teverme £ rogueres Lo provide &
BeoeDebary wid servioes thee see convred under Medbcane FI% codd o
mmm—mcmnlmmmmumwﬂlmumwmwm

rge berwhictary. Berch s vary by andd in 2007, evvey
o«uyhthel'dlrd%)dobemmn\uulaﬂ-m«n
swvengge Mediosee FFS speraling PYPM = that ooty IF the phe's bad is
Iigher Shan the tenclmark, Wmm‘.emmunmof&
benchoreark, and B pdaat nrest choege banefict [
umummmwmwmm 17 the plan’s b Is
Jower o Dhee Dot b, Medionee pags U pie S amoont of tee bad
s renkes an additional rebee pastrent 40 the plas gl to T peroest of
e Alference betweon e benclmark and the Bl Plons use the rebate 10
provic thetr Benelictanies with addesorcd tenefits beyord thoew odfernd o
Medoore FFS, redoce presoars, reduce cost sharing. of sy commbination
of tha therewe, Ja 2007, e totzad senount of nebatos peddd o MA plare was
oot SShIRon. (See apg T Tor moee nfoemsation aboe hos redutes ane
cabeelatind.) Regardbess of whethner a plan's bid s oabove of bebow e
benchorark, 2 plan mary clunge e BeneDctarios an additional prominm so
provide sdditional benefies or redections o cost shanng Sl are o
otherwise Sruanced by rebates '

Given the adidtuorsd a tradady b foe the MA g
m“ltﬂwm&nﬂuuuﬁummm tennedt
packagys, sd roverses. This sepoet cxarndines for 2007 (1) how MA plas
projected they woukd aBocate the retases they receme, () what additionsd
Denefits MA phas commonly covered with the rebedos and additoml

W 'y Wl e ey e v it o et
he boukh wanm of fu phan's swuvdeovs

"Nt W prerrend of VA bevwefosmses are o pdis el seorse oebtes and 11 pepeesd of
MA Lol brbon v be plases 10 e wpe shibuwd posdana Seme plass ader ol
mull-(u berw frarios can purchase with fx sandad besef® pocicge.
ot e 3 b
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prosbars and Be peojected costs of these addtional benelns, (5) how MA
phare’ projocted Dessficiaey cost sharng oaveall sd by 1ype of senvioe
commpared 10 Medicane FIS sad (1) how MA plars peogectod they wonld
alocate U pevotme 1o modioad and other expersas.

W wmaedd two prirmory St sources (n our snalyses. the 2007 Bl Pricng
Toold datae snd the 2007 Flan Besefit Packogge dats thot MA plare selisitied
noemnmmm&mmuanmawxumvn
adipdnsdons Modioaee. Thae Lod pratig dals in MA phess’ peods

Oof Dhedr reverme reqelresnents and 1 Specieally, the bid
mm«mmnnmmemammm
proararrs plares prrgect they will svapiie 4o fund sddtional benelieg
mmm-de-MmMMpmwmm

cottais mfurmrstson about how pdas’ proy 1 cost s d o
mummnmmmm uucmnnd
oun big on non-

MW (e h as marketing ik wmmw)m thelr
e’ The benefi packuage dada contisn detadbed infonmation on the
berwNits and cost-stouring serangements of plars

W arcdyond bid peictng dhea send bosatit poc kogge dats froem four dffvere
plan types, wich together acoount o 16 perocat of MA eqrolimest
berking Hosdth Maist Ongartzations (HNOL Private Pee-fuee
Servioe (PFFS) Plass, Preferred Provides Organtzations (RO and
Provtder-Sponsceed Orgaiations (FHO)L" Bocise Uare were oaly 22
150w and enrollmene (n those plares was ondy 1 pevcer of sotal MA
carolbnens, we did pot peport esalls sepansely for PSOs, bt neluded
thern in the sggrvgseed noailts we opoeted for all MA phas. We eecloded
phares thee have restrsotions oo enrodlnene - such o congloyer plars and
Speoctal Noocs Phens (SN bads for ples that caly conve cortsen

"Wargan, ssseiaes cebrred 2 prado sofer o plaw’ “ W redh
aod pon-ewdicd expesses 1rv podd. Iy cortals crommstarees, sach me for rew warba
ewimrs, CVES pliens o phen (o harve 8 pegsttve pasrgin, reeneig el | he gl revemee s
b s s cnm b od wwdnd wnl v boid wa e

“RON s oo Fer 71 prereend of botnd MA crevlimes: PPPS pdan 21 pesoest 11O

Lpwmvnt -1 'Il- lpvma -muuﬂm Wrnwdvwst e irnssny

In Meducad S t.mm-mnm
1 whike

Ip

Berw fommes by 1M wov Ry rostrd:

PEFS bevw fmmes ooy sev sy gooniier [hd ancrpts ﬁu‘m\ powrw rren

v Boiation ki PPUS o mme baoth Brastnart sl oo of sutman pooveions bet teast pg
MMIM e cut-of sevwork sorvioes. 1590w arv WA plass thae

L "y -y
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Medicore FPS svices We aka excloded plas with seevioe arees the
e exchsmvely ousioe e 50 stites sd the Disteiet of Columbin Afer ol
enclusdoms, we bad 2100 plass oo study that accoureed foe 71 peroent
Of all boseficiaraes in MA plares. Undess odherwise notedd the anlyses were
based on theow 2088 plasws snd thes benel) To saddrwes cur stuady
questions, we did the ollowing

To determine how plars peogecned they wosld allocase the redutes they
reccive, we Osed the bid pricing data. We applied the progontion of the
ootrbiined petane and sdaitional prextiam alboosted 10 additional benefies,
redacnd prestianres, s reduced oot shuring o the pecdectod sotud. We
eenirictod (his ssadysis Lo Uhoowr pluens that rooerved & ovdate—LETS of the
2000 plass.

To ldesaify the odditional Benefits MA plars commonly covveed with
relutes s sdditional prosmans, sd e projected costs of these
adiltsorsd benefits, we arcdynnd both G besefit poackagie snd bad pricing
datz We e the bonefit poackage theta to sderesly the addeorcd boaefits
plares corered s tesed the bod prictng data 1o kentily fhe progecned cost
of s addithonal benefis. When we aralyzed the peojectod cost of
oddionad benefls, we ncluded both the rebate pogymeres and addicon)
promiianrs, We ncluded rebetos and additona peermdumes, neber than
sobely corsddhoring Uwe offects of ndules, becaie: rebodios snd povrisns
together furad the acdditond besefits ot MA beradicaseies will rocerve. If
wo hod estizated the cost of adcdtional beow s Musded oaly by the
retontes, tht oot woubd havve beets lorwer than the asosnt we reparn.

To compare projected besadisey cost s o the A and Mechizer
FFS progrers. we wsed both the bid peicig and the boneflt poackage tata.
W wmad the B pricing (s to quasntily the progeoned cost-shouring
reduction, using Se plans projections of the average cost sharing
expendivare on a PMPM basis, and compared this 1o CMS estinates of
what the svvrage PMPM cost-shuring exgpendiiune woukd be in Medioane
FFE. To cbitain dotails on the spevific coslabat wed by
the plasoe, we used the bersef pockogge datsn Ax was e cose foe o
saadywts of sdcbtional Benelits, the mnoustx we reported for senge
FMIM cost sharing sed costsduring reciuctions weee bosasd on the
amounes peofected by the plars ansd e haded fimading from both redates
) mdaRtional prestianmes, B e hod estonated the amount of cost sharing
Sarsdend ondy by e seluates, e PPN cost-sluariing ienounds woukd b

“orme MA phars sy cover Medhenre Part B servions
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Results in Brief

Iroen begdver and the cood-sdeart dusct woudd] luve bovs
lormve.

To Mcntify how plones projected they would allocote thedr revesoe o
roodical imd oeher expumses, we used the i pescing date

Thevughoor the report. dolar aonounts are adpissed 1o reflect o berefolany
of grverige Dhealth statis Where sotedd we sod Auggast 2007 MA glan
wnraliment som bees to welgiit our resadtx

To determne e ndlabadity of U bl pricirgd tenefits, and earollaernt
data, we spoke with CVS offickds abost the strengths aod Dnasions of
umdunuu\lodnomomnllnﬁ:mw«muumcw
pricing b weee b el ¢ , sl cvepesnd the bid pescng
S0 tenefins datn 10 efeire consisency. Mcwlnble across the datn
sets. [ soene coses, tare wore discrvpancios between the two dats
souroes. Yor example, some planes indicased than they hasd oo add o
Dot s O Duemafin ponchongye chnta, beat ied oot peice Ual adaditiosed
boretit in the bad prictrg dhata. CMS offictals indicated that these
decreponcies could be doe, in part, 10 the different purposes of e teneflt
poachogde send band prictogg dhata st aned pewelting fforvedt bernefs
Cotegortetions, CMS officials sald (dscrepanches may also be the resolt of
soerwe phass with low proposcted aososds for additomsd tonedils
catogortdng those beoefits e Medicare-covenad senvices, or the bad
purbeing doma oy oocueatedy reflect bow peodested prices thee roond 1o
zero. [n goaeral tesard on CMS's svcummmandesns, we ward the bonefit
e hande data as the moet redlabde (ista sowrce for identiNing specfie
Dreradits convrod by plass, send usad the b pericing dita (o identily coods
We detrrmined that the data wsed were sfBcsmtly seltable for the
mddﬁmm—nwsmuﬂwpmm
in e b practrgg data acticaly nefloct plen and eap Wi
Wlhwdwvm&vamﬂlllhrnmdﬂubmow
scope and methodobogy. We conductod o work from April 2007 through
Febmeary 2008 in aconntanoe with groersily accepied govemment sadting
standords,

Loy 2007, M plues it roovssod seduates projected tat selativedy Snde of
the retostes wirsbd be spemt oo sdadtional beoe s comipesrd o cost-
shorieg and peembam redoctions Of Dhe average pecdectod rebate amourne
of 857 PNPAL plars peogectod chat they woeld sllocee sbout $00 FMPM
(11 peroent ) to addiionad tenelis, abooe $61 PMPM (@1 peroeat ) to
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rexduced cost shoring and oot $17 PYPM (20 perocat) to reduosd
poerim

Usirgd furaling froem rebatis sdiltioned povmitm, o both, plhes convend &
waresy of addionad beacfits n 2007, Inehading dental, hearng. and vison
Tonnefits. Thee severighe projocied PAPM oot of sprecific sdibtionsd Sonefits
across ol MA plares romged from $0.11 PNEM for terrasionsd outpesthent
crmrgrnes sorvions 5o M PMPY foe deral e, O e basis of ploss’
peofections, we estisated Dot rebotes woubd pog for appeoscrately

77 perectn of Dase aditional berwefies, arsd oddtioned toeneficiary
poemimns worsdd jogr Sor the remseniag 25 pesoont.

A plaees progected that, om sveeage, beneficouios n thetr plaes wosdd oy
b b cond sharring than whet thelr cost sharieg woud be In the Modioas
FFS progran, slthough scene MA plares pergented thoat their bosafistarie
woukd have igher cost sharing for certaln servioe categories. For

v, 19 p of MA bermeficiuries worr i plares el peojectad
Mgher oot sharing for home heak® servdoes and 14 peccere of
Tenseficiariaos were in pluees that peoioctod bgher cosd sharing for mpalient
morvices Thecanse cost staring wis pecgectad 10 be higher Sor scene
Caloporins of servioes, teneficiaries who Seguertly trsod those: servioes
coubd borve had overall cost showrtag thot woudd be Bigher thea under
Mesticare FPS. Simikar 3o paymenns for addithonal services, we estinaied
theet retosen worsld poy Sor sbout 77 p of the cost-aboutng reduction
and e remalader would e pakd foe with addtionad beneficlary
poemmimm

Phes' tota) reverraes o 2007 werv 8751 PNIPM. cn ivengde, of wloch plars
poojectad they wosld allocase apgrrosireately 57 peroent (SG51 PMIM) 10
el exp ferrend (0 e & menkical boss sadlo Of 8T, In sdddition,
they prrojected that they wosld allocase apgrrosimately 9 percent of oeal
revesoe (AT1 PMPM) 1o sos eodbeal exposses, sod apgooscanaiely
A percere (530 VI to the plars’ mangn-—scmetines calisd a profit.
Abour 30 peroest of bese@oiaries wore carodbed is pdaes with & sedical
hown ratio of bess than (L85,

Medicare spenids o por benefictary in the MA program thee & does for
Teneficlanes s Medicare FPS, ot o0 estinated additional cost so Medicare
of 454 tdlion froen 200 throough 2012 MA bonefictars genendly, bat not
Alwaps, recetve addiconad valoe (n the Sorm of redeosd cost shariag, lower
ol ansd eatea Bonefits, compuend 1o Medicsiew FPS beteficiarios.
Whether the adcbtional valee that MA Beneficlarios reoene Is worth e
acdithooal oot 1o Medboiee FFS botefciarios and otlwer lasgegerns s a
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docsdon for policymakens. [ e policy olgentive s Lo subsadior health
care costs of low-tnoome Medicane benefictaries, 1 sy be more o Mckent
wmmumuwiuloomm come pogukon thae s

ard cost wh for all MA beradicssews, ncladng
those vmom well ofr M('«qu.ewmlmdnn
MA po it will be wrp for g 10 bal the mavads of
MA beniel) aned Moy mmmumaya

addressdrg Modbeare's loagtemm foasctal headth

In commenting o0 & dealt of this repors, OMS stated ot we dbd not
consider that e majoeity of MA benefie packigges (n 2007 were better than
Mesk FPS amad oy d conerm that the report was not bedanced
becanse & ded ot sufBctently focs o0 the advontages of MA plans. They
abeo aoted Ukt wisde tary dad not daagres with o Snding Ul some
tenefictarios i MA plass coudd have Mgher outof-pocket costs, we did
P01 revogriae cenmoin fcooes that wosld hove mitigaeed the inpoct of e
fisubmg, We dbeggrow with CMS. Specihically, we recogatoed b e npoet
thee, o0 average. plares peojected VA Bene by cost shacig Tt was

AL pereert of esdlissdod cost g o Modicare FFS Our sopoet prooy des.
an sssemenert of how MA plars peogectod they woukd wse their rvbates
2007, oo i tified boporton ssoes reloted 50 cost sharng Nnerioe's
Hasakh basrance Plase (AHIF) mdaseed theet they agrood with o
methodology, bt ralsed cermaim poits that Sey thooght the repon shou ks
Burve trdee o congpduesind. We sddod these poins Lo the oot s
Ajprojetse.

Background

MA plarss are reguired 10 cover bemedlts that are coversd wnder the
Nedmﬂ%m Nesticare FPS consids of Part A hosgansd

wtapn, cew in skalbod rarrdng Dt
m(mudmmmlhm“m&-um«nm
i plosdcian, culpeanl hoegrital aml | 3 srvices, ®

other servioms lmwmmm:mmm.—-nm
rogairemnest, ceman ndividonks with disobiltics, snd most indivedmds
wih orad sbighe rered & gde for Pant A serviors and pay
o presi, - Indstdaals ellgitde for Pact A con adso el i Pant 11,

SN gl d ot comey Tempten e, o Lol Dt bs prositie | s ey Miedwre PPN
“ULS e iers e pemmarsent seferts et Miediere s work rogatrrsent € they worked

o et 00 s o Wit e cwecrnd cogdiraest an £ Dhets sprmne sorked o ol et
1O youns bn Medworvconvwmd cagpbng wmes.
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axhough they are changsd 2 Port 1 presabamm. * Vor J007, the monehly

Fuet B prosiann was sof it 85650, sthough Ngh-monme boneficiaios pobd
moee. Most Medicare beneNictaries who are eligiile foe Medicsere FPS can
choose 10 erwoll i e MA peogeam insten] of Meduoure FES" MA plars
operate uader Medacare Part O

AL Mebcary bosetic werloe of thaer of 4, can

CROosE 30 reoe e presoription @reg coverage throogh Medicare Part

Medhoier FFS benelicturies cun ereoll i stimd-adose peeseription dng

plares, which are operated by privise plan sporsors, and they peoeraly

st ety b peersiien 1o peovive Pare D coterage. MA bermeficiaries who opt
for prescrption drug coverage proerlly reoeive that covenge throogh

Ohedr MA plomns, whieds i of mary ot charge an oddnional peestam for
Fret D coversgye. Berwelictanios varclied 2 2 FFFS phe that does sunt affer
Fort D covernge ave allowed 10 errol i a stand-adone peescription dng
plan

Bernfciaeies in both Modicare FFS aod MA (e costshuring requeersonls
Sor medical mevices. Uose staaring gives beoefictarios a fnanced isovathe
00 e prind il of the costs pesocined with wsdrg services Modoare FFS
cont shanng Sk ffvevee formee B inchades both o Part Aand a Pt B
mmnum«m.mmsmmwm
Medicier FFS beghro (o puy. Foe 2007, Nodi FFS roguered a & )
PasTient of SEEE hefore & began pasing for an inpathent stay, ond $1I1
before it began paying for any Paet B servioes. Cosd sheeing also ncludes
COlTRITMIC e Peroemiage paTrent for  ghven seevice St a beneliclary
st pay, mh-nmormmmmumwm-mm
wvast pavy for 3 medhend
-emte sk as $248 per day mdnwlwuo(mmmmwh
2007,

Medhcier aliows MA plhiess G0 haw costshuaning regueviinls thal are
differest froem Medicane PSS costshartng reqgirements Phes may
nmh-m«lmmnmnm“mmrmaﬁvnnm
akhough, on averge, 3 plan canot rogul; il cont sharng ot
emnwmumwum«wummumm

Uty i Moxbonsd

“werihok wih endetage rmd duse are net obiplde for reowt MA plase, undows ey
dhevebop the Ao whde cmmnlod te m MA plan. €2 1UAC 1 1300 D00 30 B2

e Ocmres whio sre sbeo e Rgidle For Medicdd can harve thobr Pam B prowdas pasd far by
progres
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MA plares may estahlah dodbar Brots oo the arsomnt & berefolany spends
o0 oot sharing bn e pesr of cosveage. b contned, Medoee FFS has so
total cost-abewring bne. " I"bes can e both cet-of pocket macchmmmes
lirsits Dt con opgdy 10 ol services bot con exclode comain senioe
categnnes, and servior-speocific mocimr, brets thee sppdy (o ae serviee
category. These Ninits hedp provide fnancial prosection t beneficlaries
who righet otherw tee huave bgh costadianng expersas.

CMS officuds sl Bl ey evalusde e coslabar g arargements of MA
plare 4o desenrone o cost sharing Is oo hgh Sor servioes Hkedy 10 be eed
by o beneiciury with bodow sverage Deadth staties, Accoedng to CMS
offictabe = 2007, if an MA plsn (1) had no ow-of pockot mastmum, (2) bed
o cotof pocket masionrs above 85100, ar (3) had oo oo of pockes
muaxirraars of $5 300 or belbow and excdided cortaan ceegieies of aovice
mummmx«mmm\mmwcﬂ‘un

rias 00 Ueesbuobds St CMS Baser] om Menbicane FPS cut-
shiaring leveds © I o plan exooaded one or moee Sheeshokds, CMS may dave
SOugh ] 00 roRotiate with thee phies oave Us ool shasing. Accoeding (o CMS
offictaly. the docison 10 negotiate was basrd on varoos Betons, inchidng
e eanent 10 which e theeshobds were exceedad, local market
compansoas, and the mctere to which high cost stuanng in ome category
wirs boloncerd with low cost showing in another

“Murn Yetaowen PP for n typwe of
brmmw o Mevinonp. -u;m-m-qnu mlu hmvmm
Dloxgup ol bom o3 ot coned Lhe comt aluwing of MA beaets

UM T st [ U Bt D0k [y Tortiey pesien by CBS are o o alwme

Mochowm FFS comtabarng booke For saample, e 2000 Maoare FPS boaetobakon wore
charged o SO0 dedactbdo for hosplul servions, so 1o cost sluring thrmdold s ot o
ahorve B8

MOWES officils ndioated Do bn evalnating 208 plass, theey stz fhed plars Sowod oo harriag
o vwbof packot wasenms of .20, fustend of KL 180
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MA Plans Projected
That They Would
Allocate Relatively
Little of Their Rebates
to Additional Benefits
and the Majority to
Reduced Cost Sharing

MA plass ot rocerred nobates peogectod, om aveage, that Shetr rebotes
workd be $57 PNFPM. The plares peojected thae they woold adlooase a

Latively saread o sadbtinemad Benefit wered lo Cue-sk

o precedum peductions. Plss projected that, on average, sbout 1]
peroust of Unekr redutes wosdd be sdocated 1o sdditioaal berefies, &
peroest 10 reduced cost showrtag, 17 peroent 1o Par D proooums redections,
o] 3 pereesot 1o Pt B presoians rodoctiorns, The overigde projocted rebate
i o sadel I Benselits and nduced pe varsed by plan
type. Forexomple, FPOS peodected that they woold allocue less oo Pan D
vt rodectaors anad oo Lo addtionsd Senefits U ofher plas (e
PSS planss prvgected thast they woukd aBocate kess (o additional benefios
han ofhar phan ypes. (See fig L)
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e e et et
Figams 1: Prajecied Rebate Alccation i Addtions Serefis, Prereiun Reducsons,
v Cont-Sharing Medactors iy Man Tpe, 2007
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[T77] et vt

E Pt T e Lo
-'viwun-m-

- (e Are 7y rem———

e (A e o s M ey Tat S

Pt PR Sagie (Wap MO8 S 10 100 Ot 8 oursing. Puecariligi &8 segdnd Oy Auguit 2001
e amvoliward. Ewghopes plams, FMiet 1 onvly plarm, 56%, regnad FROn. arwl plars o sevven
ous Pt ase cechuarvely outaide of e 53 wates and the Dt of Colerste vew eerhudor by
e anaipms. This sralysl nouces oy e 1004 plas St ooked 3 eoule

Thet A P’ Casegory ke ML PFFS plarm. PPOR. ad PROC Smaats am et mponed
ety e PO (e T iy T2 PR e » Ve ham
oottt | perrest of fotel VA gernimerd

OF e LATA plams har secoled 8 tobete. | A2) oerect Pat D beseits 1o Fwer besolcoares. Of
oo Pae ofesss Pt D 1 007 educed P O paemiars

In dolbar terms, the sverage peogected nobates vieted by plan type, froen
55 PYMPM foe PPOs 0o 856 PYMPM for HNMOs. The dollee poeticas of e
rebiatess thost plarss allocased to cost sharmg varked, rellecting the vietation
O averigde enourd of e rebede. Foe exmrgle, on senige. toth PFFFS
plans andd PPOs peogecsed that they would aslocate 735 percent of thelr
robale (o costabaring roductons, bt PFFS plases projected tis wosld
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average 5§51 PMPM whilke FPOs poofected ohls woskd sverage $61 PUPML
(See talde 1) For maore infonmation o e vaesation in how plas aliocstod
rebates and the rebate amosnts, see appendix 11

S —
wwmmmnwmmmnmmnn—

no PFES e AR place’
Plars « 1,179 Plans » 207 Plara « 306 Plans » 1074
- - - -
1040 1701 je LR AasaATS
Faba'e sveupe Lo 7008 Lo T AL
Amaert of rebaate sliocaied 1o
Asasoral ey’ 1n- (3 as LE
s D prewwns oo’ e *m an 18
Pat B premam scuoion 129 3 1.08 2
[T T [*1 ) M 04 [
s () e o o O Pt Preng | vt ae
AR Vbt A0 g By Asaal 20O P ol 5 g -

Bevlaiiry O Bwrat MR AlAba. Brwdey plwrn, Pl onvy i m BN sl FRON sl
Dhay ol sorvien srnan Sl aew awcharvaly subeie of B 50 saten ardd the Dipived of Cobumtee av
anchucierd e o aneipes. Thin amslpss inchucied onty w574 plerm St wowved & mbete.

“The A phary” cmcery ncusos "M, FYTS pare. PAO s PS0w. Pasaits s rot seposed
anparwaty 10t PS0u Docause 10 wiss Caty B2 P50 plare and ancclmant i Fase plae

1 i
T P ML WAL AL A B B S, W] G
-~ - -
TN B 1234 plere Bl recetvedt & sehate, 1 A3 e Part 0 Semodty b Fae barwfesases. OF
Sowe bwr vhend Pt 0 !DS'“MO

“mmulm“mmumlnlmmumuuwmm
plagen of wither i add o the retaie or 3
1he sode n-dnz mmﬂo pory for addithonal bepedits, reduced cost
sharmy, or 2 cotrbirstaon of the two. In 207 spproxiiresely 41 peroest of
teneficiaries (about 2.3 milhon poopde ) were encodled inan MA ploo S
clearpad s additoned perrsium. Thore wore diffisences in e exiinl o
wiich pls charmed addthonal prosmes By plan type. Yor exaenple,
3Imlotb«nﬂenﬁnmﬁﬂk‘hﬂﬁpﬂn\wcm‘ln

¥ , romyp i to K pe of berefictaerys enomled in

"The whtas axvants iBocwed 4 come shartng inc ado same 30 medoal opewes. wad
= whurivrataw costs wed phes’ s
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PROs. OF plass has charged an acdditionad prerndom, the average asdobtional
peersiumn wis 858 PMPYLT (Sow tabke 2 ) Plass that roceived rebedos and
chosrped adidttionad peeriures hosd Jower robates |80 PAIM om average |
Thoss plares that peceived petuses oo Gl pot charge s sddbtional peesism
(5107 FMPM on aveeage | and these plars allocstod koe of thee setotes to
peersiim reductions and reore 1o add@tional benefies and oot sharing

noductione”
ﬂquwu==g-mﬁmwmua
Pracvian 3y Pas e
HVO s Ll AR plara”
Flors = 1208 Moy = &T9 Mans = 388 Mo = 209
Reratcinios « - - v - Borbodaies =
31907481 1,408,100 201,746 576400
Paverags of barfasr s ¥ b
e charge an addtioas peaTmaan and
do not rmceive & rebak 1 3 "
Pacerages of Samiciawe In plas
Bt charpge an addtoas pramum and
100N & Wlek » = " »
Aversge avoent of sckisored prersay
(PPN Ll 20 0 AT =00

Pasm D weren T IV B Py Y a0 b

Ay Vietsrs 00 waipitet iy Asgust 00T e ereofrard and eee sarsieriood o Spaeserd &
Denolciary o Evesge Seulh stetus. Erplaywr pare, Part 0 onvy plare, SMP. mporel MAOn. e
AN N BOrVIO0 IR T e SCuVEly BUARe O e S0 sasos and e Dhearct of Couroia

W ke 1O e AR
e T R T numm.-m L I e )
Sy wnty he PR waans e -y 2 - Pane plarw

“he wemee prewten has boon ‘ presond & berw ey of
e lewih ddia

“The 2 gl Ut rortved o st and A red chwrge s sd b iund prem s pegedel
Wt By monad alocwie 11 grvoond (ML PREPAE o Dhtr iviaite 50 sl hw ol emetion,

21 pewcwns (R22 TMIM) 0 Pt D el tons, O pe (SN o P
provtam redactiors, sl (3 percwt (530 FMIN %0 cost ahartag redactiors. The 8 plass
Bl dwrpd adbinmsd prewnmm mwl sovetoed o refnde porger Sevd Ll ey wondd dhode
L4 oo O06 PRIPAL of thdr rvbte oo addit vl beafin, 3§ povvoct (02 PPN b P D
poonstam redactions, § porcert (83 FMIM) s P B prembas rechcsons, sed £ poroont
AR0E PVI'M ) o st abartag sodeetiorn. These pambers mv cnmimed weighhol
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MA Plans Used
Rebates and

Additional Premiums *

1o Cover Additional
Benefits Such as
Dental, Hearing, and
Vision

MA plaans ¢ d ‘ Sebtivenad Bersefite with Uw rebodans,
acdithonal prerndumis. of both. Thesse bemeflts inehaded

theatad Senelite. wiich reagy tracdide ceal wcares, bvel cheartnge. Dacesds
treatraents, dental Xeays, or emengency destad servicomg

Dk education benefies, whieh may nclode sotrithonal trakeing. sncking
cossathon, hoakh b rerrderships, of susing hotlnes.

heaaring berefits, whoch may nclode covveage for heanng tesx, hearig akd
Nithegs, snnd hesaring sde evaduatbons

Ingualiend facility stigrs, which may scdode add din Tacilay days
arpond those covvred undee Modiooee FFY

Interraronad coverage for oUmpatien! cmenpency servioes

shilbod sursiag (aciley stags, whoch mchade days i woskilbod sursiag
(actlity beyvad thosw covermd urder Modicar FPS; snd

wision besedins, which may nehude coverage S roatne e e esnes,
COMLcts, OF ey viisses (henses i Mames )

Alrsoe all plass convvred IntesTarnnad COTEERT SRengency servioes and
wdithoonal daps in s skiBod nuesng Gacilty and opeeant facilty beyood
whee Modicare FES covenc The perovatage of phas cosvenag dontal,
ision, of hearing servioes vacksd by plan type. For examngle, PFPS plars
were trone Likedy 5o cover Bosetag and lise Bhoely 1o cover dentid and visdon
servioes them 1IN and PO (See Nz 2)
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Pevertage of beseretey
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P e ot woaran ey . u-n: Voo™
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PRI e o LION DO« 3R IR

FOVS i+ €30 pumptompmmy « 1408 W04
- PIC o I e« 300 2000
D D i o T TN B g St

Motex: The pescardogen of beneficurs In plare Pl harve skt Donaitn see an of Ascuat 2007,
T arwipuis InCluced soatored Seselts funded 3y SO DR B0 SISO premere. Ereoper
P, Pt andg A SRR egonsd PRGN B PENA i SAVGE BNt TA W Kalhubetly
S o W 50 Gl ol W Dl OF Colomr s o s sniduind fww Fe owfynn.

Dartal hemalty ray ko cosl owems, el ceasirgs, facacle Fastmenty, dertel X.smpy, o
ey Certel servees

T ACHNEN Dt My SO R TOMM NIANG ICUNG CRAMTEN, M CMD
O g, (f ) .

Howtng basadiy rwry rolkude cossoge P haasg Seoks, Fairng ol Segn, s Pearng oM
o
:rmmmmmmmmmmm“m
S hawalin rmop rwh i cwvmage o wade eye semw oeiach o opeghonees fomses dwl

Thee arverigge progectod dolker amouit of U comanon saddtiond osofits
woroes all MA plares raoped Srom $3. 11 PMPM Sor Irsemational ootpestiont
e rpeney seryices o M PMPY foe dental care. These estinalos wire
hased om the subaet of plans thae prrovided oost peodections In the
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Categonies assoctated with the Bene s The sumber of plans (nodaded in
e sevvrngis Vs froes U trarnber of plss offoring thee besaofis o part
becamse sorme s did sot corsdstently nchide the sene adotional
servioes in O sanee beaedln categories. For exirngle, some plars
categonard sl or ot of the costs sseocesed web add ol vioon
benefits in other categories, unaswmgﬂmn These
estimuatos anv also tesand on plien nopocted e joeaal berselies
nnumr&Unmeum"mnm«naan
1o sdditional e fumdod cnly from nd B enlh ol
the sdditional beoefios woubd harve been lower. O the b of plan
peciections, we estimuated that rebates would pay foe most of Use
acditioral besetitx plases pevrvaded (77 percent |, while addranred peerstns
wouk pey for She remabader (21 peroeat) Tabde J prosides & sumimoy of
U prvgected oot of sdditional berfis

A0 Berelts by and Pan

W0 PrrS PO Al para’
Marber cam Narber cast Nursder oot Nursder cawt
of plarms (PN of plamy (PN of plans (PN of plans (N
Dl AX E = S [ 3 = 28 .00
T a0 caon L2l am " 112 154 1596 we 15
ey ” 0 ) o0or o 151 12 0w
Ipater sty 26 174 P o Mo L7 e 1%
Irenecay
ouguber
gy "” o ) oo 04 008 e on
Sdled raarg
Tacly v’ e ) m om - . o 114
= 13% 241 w2 2ar e a7 1228 aar

Lo ) e @ S LBt Py | aana

At Do’ MnauUsts B0 mowgoed oy Ascuet S000 Jlan eracirent A M0 R deiont ©
AT B DSy Of At AT AR W COMAOME B WA () 10 Pirvs Caviendd B0
SM Dt I 8 il TR 8 ] s M Al 3011 PURY o i T B SO
Bl Ewgloper pham Fad B ardy phamy, 599%s, regersl PO, and plan wilhs sorven sreon Sl
v enchawvwly mtvce o e 50 Maten and Mo Dyt of Cobumtie mey sachuedt bom B orwfyom.

Vaame casegares were M iSed by CMS mx uravinb e xad more enchaded (rem cer
EL L
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e TR A Sy Ve SO PR R R s, RO o PROG M e SO0 e
Sepasaiety bor PRON bowiarns Satan o oy 30 PRI phoms el ermiliemd o Bne i smihded
W pmen of bodel M periennsd

Dhowtal burwiiy may ok te ool gemwy, owh claaregs, fecec Paeireri fomd Eoen, o0
ey dentl servoes.
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MA Plans Projected
That MA
Beneficiaries, on
Average, Would Have
Lower Cost Sharing
Than if They Were in
Medicare FIS, but
Some MA
Beneficiaries Could
Pay More

Foe 2007, MA plsens progocted ot MA beneliczey cost sharmg woulid be
A2 percent of estinened cost shawiag I Medhoore PSS (See Mg 1) Plos
poriieted te their beneficiaries, oo averige, would pay 840 PP o0 cost

bowrtag, soud they d theet Medicare FFS rquivalont cot shostag foe
lheikmneims wis $116 PP mwmam PrOpsctions, we
estinatod that abwoet 77 g of G nods tary it

m-ummtqmmmmmmwm
aditional bessfaiaey promonms,
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WD YR PRT R’
P ype

P o 1 J08 SeidfGammd « 2 9TT W0

P = AP DoMSOR e - | 00

[ LN T

- P o 20 St & TR
Dot D) pratgt F T DML O Ty Vo) A
Moten: Srvpleyw phere, Pt 2 oy slems, TP, sgonel RO e plare W sesicn e et
WY Ecieely oumice of e 50 states and the Diatnct of Couria wirs mcieded o e aretyee.
NUrDem ae segreed Oy Asguet 2000 plar aeolowt

T A P GOy s MO PEFE pawa, PROG 400 PRON et e A0t (epones
b anbedy N PN D st Bt mutad by T3 PRC) phat el v il e d o Dine gui'a
1 poroest of

Although ploes projectod s benefolories” overal] cost sharng wis
lorwwr, om avveagy, than Mechoser PN costalomtng estinaton, some MA
s projectod chat cose sharing for (mdmm ou«\kum
hgher than Medicser FPS costab For , 10 pewrvnt
of MA benehicharies were enrolod n phm Ut projected hw«m
sleertrgd for horee health servaoes, on seengge, toan Modicare FFS which
Teas 00 cost sharteg for this serdoe ot all. and 16 percere of beneficlaries
were varolled in plaaw that jecgentod hgher oot sluring for irpatient
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servioes compered 1o Modicare PP estlmates © (See tabie 1) Becansse
coed shariag i Dighver for somm catogornos of servioes, some oseflciarss
wha frequiently e these secvioes com Bane overadl cost sharng that s
Ngher thas what they would pay wnder Modicae FFS

e —
Tabds 4: BeseScaries in MA Plass with Hgher Projecied Cost Sharing Than Meckaawe FFS Sar o Glesa Service Caegory 3y

Pan Type, 2007
0 s "o AF prans’
Pars = 1308 Pl « &% Pass « 305 Pl « 2008
Desetcarion o Dereficiadies « Dessficariks « Bereficiaies o«
1907181 1,400, NS 5,764,050
Musber » o Numter Percariage Numsder  Porcentage
oo hoan
aeovicar’ 435 00% " xrasn " Maxa e 1006 063 1"
I Garaies . e e ” e = e "
Salbed ranrg leciey
et Bl " arar L LR L 40800 .
Duratde Twsiod
L k]
prsathecs, and
spbes 000 2 110,47 . 132804 4 sz 4
Pat 0 ovage’ [ X1 2 TN 1 4 e 2 1an 3
Y
e’ nise 1 o e 134 0 AW 1
Prtsseny sovens 14581 0 LX) P msm v A

R Al i L L Lt SR L

Mgty Ewglomer ghams, Fadt B ondy ghoms, TP, segionel FYOn, ared sl ol sorvies swem
n onchawvely putecie o e 50 waten and e Dietect of Cobumone mmse sachudort hom B srwywn

“The A plame” cmgery ncudos *A0n. PYTS pare. P00 and PSOw. Pasts s not seposed
Sepacmaty 1ot PE0N DA D00 Aose Oaty £2 PE0 plare and encoimant I Pase plae

P (A e M G -, Ay

MG O
Tivwage cont by e L nivs far 1o vutaw dathons ond buchaton Loth
Soreciaries nha 0 progeosed 18 e 5 cortals ol wervicr 3 benet)

e ped prgectod oo ume thal servicr
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M’"“"" w soverwd uscher Medors Part O ardt ey -:nno-nu-
ypcaly Vary paw e D Fore e ot -obpochet
I A Ay Dt sccaring A rot s Patl e

ey
ATWAN 3y § Iyecan
TN WDy VR MO Ay, Sy B O A N e At

Comt sharng for partioular categonies of servioes varked sutetantially
wmong MA plare For escumpde, we found sggaificant visrtation in cost
shuaring for Ingathens secvioes. Some MA tenefictarios were in plans with
0o oot sharing for patiest servioess Moee than half o mdllon MA
benwhictaios, ropoosenting U perovat of MA teaefictarse, wore & 195
Phares wih 2o deductities, COpFmMens, of ColRsUrance reguireents o
wpedavnt services o of Aagree 2007, Benelictanios o1 thase plaro with boog
Of frequent hospital stages conld have saved thossnds compaeed 1o what
hadr oot shearingd wodd berve bevn if Uny wore encclbed s Modcare FPS,
whieh typicaly Inctdied o SEE dedhactibie, a 28 dally cogagment Sor
mmmmbmw-ﬂ-immmmm
for ol servioes e tn thw b o

A

Ll

Other MA bemefictarss, howwver, could have pood subetsaittally mo than
Medoore FFS beneNckuries for inpatierns come. We Soamsd 50 MA plos S
charged n ckely copayrmat of $20) or moer foe the fiest 10 days ol a
Droeguiral aetesbssdon and placed high o no Dos oo ooe-of-poc ket cosss for
Inpediont servions.” These 50 MA phass abao had tooee Do ladf s milios
beoehctaries. Benefictary cost sbaring in these B plas could ave been
FL000 or peore for o 10.day hospital sty and £1000 o more for Seee

“Madcare FYS bosofi ko conld hae pud the dodortiiie weer O onee for reditipde
vhvits urwier somwe cremmsdasors, The S0 Aok bl s B0 B oneh Sored pordsd.
Cwder MnBomne FFR o lwaeth povhn] begion the gy o bovw o bry ovtoms & bangial, skilind

wd-hﬁ.m Sacibty, ar crttend scooms hospial for 08 cormens e
s A Wk mmum mﬁniuﬁrl'uﬁ perwed b

20T wenkd have pasd o B2 docnatinie, whie & Sovedolay who had Buve baspisd ways
thave sepante berw Bt pertads wonkd hose pakd s 8802 deductble for mecd bowpal way, o

e plarm otduer had 2o swt-alpockae macd e or Soud & peakees (hat was sbore
ELION In adhten. the gl had w0 serviceapentfie pmarees Fr gt sorviom.
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averagedength hosgoral stays.” Plgure 4 prostdes an astraere examphe of
o VA pdan that coudd darve exposed & boneficiary 1o higher lngedion] costs
than under Meticare FIS While the ples i ohls Ubsstrstioe example had
Jower cosd shoring thas Medioare FFS for bl hospital stogs of § dagys or
Lo e wedl sex mmitial hosgetsd saps of (0 dayw or oo, foe stagm of other
Terugrhes the MA plan could hove oost Beneficharices moee than $1000 obave

aut-alpockt costs usder M) FFS The digorey b out-al-
mmmmummummumm-um
when sdehtioennd Bosgrial visiss in e satrw Derndi preriod, sisoe

Medhcare FPS does not <hawpe 2 dedectible IF an adwbsdon ocouns within
00 days of a previous sdnbssion.

-wthv‘-d-u 0 Mehonre PP wms 54 s 0 3008 secerding b0 o Medfal
Boair cont et data Fow plam wh o onl of feaied suken s wnl o ey

iy copayraent of 5290 or e S the Gret 18 bl e, b ficarios woudd e Soen
o mt Rt 52000 For . Whakog howpital wy srwd of bowst 3000 for throe wonps (hat are
o 5 s g Homeser, berwfcmnes i MMQ--(Q-M earean anla
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ma—.mmmnmmdm Aocns 15 poroent of hospind
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As of Mupoes 007, aboor 485 peroeat of MA beneflctarks were enrolend n
phares Ue tad an ost-ofpocket imeccimun, which belgs prott
benwNcbaries agaiast Bgh speadng on cost staring * (See Mg 00 OF the
e most oot MA plan types, teseficiarses in PFFS plass were the
mcet Blooly to be i a plan wib an out-of pocket suocermm, boe FFES ploass
s hadd the highest average outof pocket maxiarmmm. For MA plans that
had s cut-ofpockt o, U ivenge enoust was €185 Sow
appendis IV for forther detads on ost-of pocket macknmsmes

mma—umnudmumw PR
28 harvw somw of ol of Dokr come sharing
E:M mmummu Pt woseruncr bave Bete Pas A and
na-mmt-um\tuq-u-. P AT PRI S
VS bevwfcarms with Macboakd and widh cupdayvr plas con sbeo bave souwo of
n«n«-mmuwmmnamumum
lmmﬂmnn—v l"mwﬂ-lm o) pereew] bl
Puslag wave Tus coe e of cappleeni s
mm-u-w-muﬁmwnmum
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T e T ST erra=—
Figwe §: Beneficares in MA Plass by Out-of-Pocket Madrum Ascune and Pan
Troe, 2000
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An catof pocket macinmm does not abwags cover all cosegories of
servioes, Somme MA phars esciodod some servioss from U ost-of pockdt
macrrern. Berefoturies who s these excloded servioss magy pay more B
Sotid coed shoing than i inalicated by e pdan’s oo-of-pocket asimim.
Poart B dirag, which mclude drags thee see typioally plosscen-
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admisered dnugs, were most often excloded from the ou-ofpoc ket
M n—29 percert of MA plass with as cutof-pocket muasiomm
exchided mome P'an 15 dregs from that meccimam ™ (See tabide 1) PPbas that
exchtod o oerman servioe cuegory from Bhe oulof- pocket masiiranm ad
rot mevweardy exchide sll services frven that category. For ecumple, sy
P enchaded Pant B doegs from the outof pocket maxiomm if they were
btatred from o ph ¥, bt dirgd to CMS, did rot exclode Pant B
Arogs adonbsened by a plosdctan

Table 5: WA Plars That Cxchade Some Services under & Service Category bom Thekr ODst-ofPocket Maxdrum

N Murber ol Pecerfege of

Numter of plare of Denaficiares « Deneficiates «

Plors s 1016 Pars = 1.0 P Sl 27351

Pat 0 owage’ pe " 1,007 400 “«
CAAM AT b anwe dn sy o o Ll *
[l s e R e e L 3] 441210 o
Nartsl heath, roa-physicas 20 n A20.504 2
Pwycraes: Pl n o w0 »
o Py s e om Ea) ynae N
Prafeics ane recdicl supoies e AL N =
SR —— 1"e 1 P 2
Cupten s br3 ’ e, v B
Iputew ool payowere = 4 140,105 5
Sclled naming taciey B 3 00,7200 .
e oaptl, a048 R0 Kl mar '

R ) — T A, Aot Bt Psnige

Nt W0 L el Wy -
ek m Ao Pkt ware o on Sl pockel wanires o btk nsotack e Do retewh

Datriet of Cotersten wary mnciecied om e anshrsn. Orly plers w1 oot ol oot
wen mouced i e anaies.

44 dot o

TA phas wom d 1 o Srvwn S ot of pasiont
wacrnm f the oos of pocbor moacrmas £51 it cover Lt sorvicr casogory aed K the plaa
Tl o wervieragectie st mme for that compory

Poge 1e GANOAIRS Wedorare Advantogr Bebars



64

R L I T ———r T T,
™ w o EME e it

Approximately

87 Percent of Total
Revenue Projected to
Be Allocated to
Medical Expenses,
but Projections Varied
among Individual

For 2007, MA plares peogected that of their sotod revenness (5751 PMIM),
thwry wuraldd alb Iy 67 p» (D PAPN) o mediend
wmdnmnmuwmmwhdwmvw
mmmmunmtmmmomm«
foezd revverase ($T1 PP 1o
1 percent (£9 PMPM) 5o the plans” muangn, mm

Whilke there was Hitthe viariation in the average projecsed medical loes ratlo
by plon Cype, there wis varation among ndvioual plass, For exarple, we
foearad that abot S pewreet of bene hicsetes—aboe 1.7 mulico—were
erwodied In plans with 2 medoad Joss ratho of kess thom 0 55—the threslodd
inctoded in e Chiblron's Hosdth send Modicare Protection Act of 2007
(CHANS Act) ™ [See Nig €) A CMS offictal we spoke (o stated that the
mextiond hoss ratho sy vary for recsors other thoo stllioion and e cost
of peurvaling cane. For escample, some YA plare may catigonas e crods
OF e BVering Cane (ramagemient senvioes a8 i reedical expense, while other
Plates rrsy (rdode s i & s inadboal exgpetese.
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“Noormedonl wrinde wnd sadew. Margn s the o
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P o wwdaad aad wanghon do bt a¥
P LT P pap——

“Theoe bs o dellaitie stndand S whint 3 sedboal ks ok shodd be. For eomgde,
CTUAMP Act MM 306L 110 Comz. § 414 (2007, wivrh won pusesee] tn s Bomse of

s o Adgiesd |, 2000, o) b imetie b b ral Dl dd 1056 1e
contnme, v Modkgup podkcs s curmeady sogered 5o sbeve 5 wedoal ko teky
ol bt L0 wiitle gy Merhong poficton are roguired So schiere 8 wdioad ks reks of
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gl sl DS
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Pigure §: Porcentage of Soreficiaries in VA
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MA plares peojectod experees separately for Sour distiact non-omedical
CAperse caloporiss—muarketing snd sabes. droct adindnstation, imlevot
adivtrostration, and the net cost of pervide retreimnce.” On sverage, MA
plars peogectod alocating total resvetne 1o noomedionl expormes
sppuustraatoly s folbowx:

24 prrcvnl bo starkidiog send sales;

2B percent oo direct adrdnistrathon, sech os cosores senvdce and medod
e et

A7 perovnt 5o mkrect admm w0k s g of e
Bomnan resources; ol

(L1 pearcvnnt 8o U et cost of pervale retrounace.

Otmrwmomc&ﬂmmwmm”m

b plan types’ alk of ¥ Wik s

e category o!nubﬂbcan‘slm Onmnoe 25 0 perocatage of ot
rietingd s sabes xpumses wiee 2 peroent (814

mmnlmmanpmm'm;wmunuwswmn

(1T PMPM) for PPOs. (5w fig. 7.

Tl et aorends Ko B uwBens DAt are duectly rebabed 10 e bue nrates
of the Mm-m-mm-‘m-—u Fukwet
B comddernd “corpente servioon” e -

mmmultn‘m‘m e 15 e Foraner proside|l
[T ok prwvhnmdy avaswd gy -Il(l.!\-
m«-dm‘m-‘hﬁ 3 b pooe
ORI FOTO e
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e Dt of Columtrn s sechuded Som e arefyss

The M phas” category Inchces VO, FFPS stams. PPOw. g PEOs. Rasts e 50t reposed
Ry S PO DECESS Tas stie 0y 22 PEO para A o iowat B Do Dle'e
COMABL A (e O KA VA, Gl

Concluding
Observations

mm-mp«mmmmmumrmmmmm
n Modicaew FFS atan b | cond 40 Mad: of 84 blien
Sroo 2009 Droogh 2012 Under the corren! pasinent sesiers, the average
MA plan recetres u Maodicare releote ogesd o approsimeeely 857 PAFM on
averoge. In 2007, )(Amunmmmlmoey-mn-rm\mwm
of tair el Ity Iy 80 —to

prosbarms and to wer lhvinudfnfln oosts for Medicans-covensd
sorvices. Plass peojectod dhat they woudd tse o redatively soall poetion of
thetr robates—apprasimately 11 porovnl—to prosvide bereitx thee sev s
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coversd ander Modicare FFS Ak oagh the retutes gorsrally loore Selped
1o ek heslth care more affordadde Sor mamy beneDclaries enrollad s MIA
plns, sornm Demafiodaras maay Tov legher exgperomes U Uasy wosld in

Mand FIS Further, because p padd by borefictarios in
MmH’SmHMmMMlﬁmmnmlﬁrMU
perrmensts to MA ples havwe 1 the p padd by berad

In Mestioare FIRS as well as contribated mumw long-term
frsmcial chalbesgy: that Medicaee Saces. Whether the vidoe that MA
hemefictarss rooenve In the form of pediced cost stortng,. ower pevrmlims
and extrn benefins ks wonth the inereused oost bame by beneciaries in
Mardicare FPS and other taspayves ts u docadon Sor policymakoen.
Bosever, I the poloy obective s 40 sebedd o heakh care costs of -
Inoorse Moo oseficianiaos, (1 say b more effichend 1o disectly tanget
sudvaadion to 5 defoed bow-tecome § theen 4o snbvent
ummmdmmm mmunmu.homnlloﬂ
Ax Congrme cormabens (e dedgn smd oot of the MA progra, it will be
Ipportant for podloytrakens to bakasoe the needs of beneflclanes—
Inchuding these o MA plass and those is Medaoue FPS—with the
recesety of sddeeseng Medoee s brg-toeme Nancial heaks,

CNES prostded s with writtes comanents o0 o dralt of this repoet whikh
Agencyandmher e pepeintod in sppeanda ¥, and AHIP, a naticoal issocucon et
External Comments - Parmew peortitng Sesdth r convrage, pronioed as
and Our Evaluation %Wl commenis
CMS Comments T poseral, CMS commensien Ut B ropoet did sot recogaize Bl (e

reagurity of MA benefit packagrs n 207 wore better and provided moee
porotecthon for cutof pocket costs than Modicare FPS i stated that the
ropart faibed do ackaondodge that MA pdogs provide benefictanes with the
bty 40 choosee & plan that best meets individual medioal and Nroscial
froeds, CMS abio exprvssed comoven U e repoet »as nof bakusosd
bocase it did sot saatDesmtly foous om the abvantages of MA plas. We
deagree with CMS that we O ot consider that most MA plares ofered
botter cuot sleerteg thos Mekocow FPS. We noted o the fiost pargnph of
or cosx shewring Nedding (e, onveall plares pecdected VA BeneNebary cost
sharing e wis 42 percent of estimatod cost shanng in Modicare FFS
Hrgandng e ateence of Bfomreeson shooe MA pheas providng
Wmmemmm\\-mmwmwm
Hosevve, we agrov e o je and therelooe we
notesd [n the pepont’s reradoction the Mlud choioe NA ks provide
Modbcare besaficiaries,. We disagroe that U repaont s ol balanced We
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prostoed a Sact-berasd gemrssrrent of how pelanes were projectod 1o be
wsed in 2007, and wdertifian] g Iswens nolsdod 1o coed slearieg Even
aoegh oot sharng would be S on average, In MA plas thae in
Medowre FPS, s linpoetant Soding of oo sepoet is hat boseflciarss win
wae cortam mevices with high cost shearing tn MA plasss could have Mgher
overall ot of pocked conds thas snder Mediooee FFS.

CMS provided seseral oddoond commerms. OMS commented Sat it did
oot dbeggrow with cur lrading teet 10 perovat of bossficiserses were in phes
with higher inpocient cost sharing thom Medicare FPS. Bowever, it noted
Chad orar dsarsedon of e bsven sod acoom puasytog Glbe s Bgure dal not
accoure for several Gunons thst woudd have mitigated the npens of the
fodag Spevificadly, CMS d that we shoudd huve considered et
MA plares groverly comibine physctan cost shuaring in the hosgreal with
perent horspital cost shanng, which would have docromssd O (Mference
1 cost shuanng betwows MA plares and Medicare FPS Athough we bad
mn-uuuemmmem-rw«uu-mtem
swnad tmoddiand our beat and ar I S rirgd MA sl
mmmm-mdmmm:mnmm
o ifiod U ext asd pocotnpany ing Miguee 5o Affisertae betwonn fewt
andd msecpient admbedons within the same bosefit period, In response to
CMS coments. These churgges dad ot sfect our Tedng ot somwe
Benelictanies could Banw oot shuaring that was herabily higher than in
Medowre FFS,

CMS plso commenied that we shoodd hase decussed the riltigating rnpact
of perticudaety long hosgidtaltomions bocaise umafloiarns with boog
pesient hospitals stags i YA plans ace Hkedy (o have boaer cost sharing
D ureder Noslicare FFS ueamomcus'.mu-d-sm
1y besse In the Ninding and modiled the scccrnpanying Naee. H
-mmmmmmmm-dw Fovmwh:.h
2000, the xverage bapth Sor 3 trpatient sty wae 5.4 days. This

o ificathon did mot change our message the some beneNckaries in MA
plars conled berve higher coutol pocket costa.

I acklition, COMS el we shoudd borve notod et ey plats
Bavw "effective” oue-ofpoc ket irasimoums for inpatiens stags even I they
e oot specified s wach in the plan besefin pochage. Foe cxamphe, plans
may nvpine copagments for spect e dagw of an npatient stay. sach o
wlmaummmmwmmum
duaning for the say. We sgrve thee most plare borve

em«m amulmldwbﬂml‘ulmﬂmw
servicrs. W aba sggrow thoet i oy cooes Shase rescctaren oo Mrsdl
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b oot shoetag 1o bevels below sipeesmt cost sharmy
u&f“tﬂ'ﬂilm mmmummm
of tenefictarios were eredled in places Ul progectid highar cost sburing
Dan under Medbeare FISS even afer acoomntiag for "eflecone™ or scoual
GOl poc ket i “hlemulﬂcumuu!phn-mhw
Bumdied plostctan seevices with their mpeesont we aba o

Ot S0 plares with high out of poc ket preccinnures for npoticnt sendoes
coukd Banvw higlher oot sbouring toan Medican FPS even with “uffective”
oam-ofpodkes masioons for mpethent hospital services.

CMS rased other concems about our cut-of-pocket ot saealywis
specifically statiog that we overestanated the linpact of the exdision of
Pt B drugs Sven ost-of pocket maccemsirs & noted that Part B drags
adminktered n s plossicton s offloe woubd be inclided under an out-of-
pochit rracchanan sod Uert ondy & sbeet of pliees cxcloded Part B doogs
J 4 froen & ph oy froms e coof-pocket maximum. We relbed on
e Plas Benefie Package foe infoemation regoeding the anadysés of Pt B
drug exch frum cwt-olpocket mectmmrse Acvuning so these heta,
Dere were 1L millon beseficlares s plares thoe reported sach exehashors
0 207, We notod Use e excdisdons uppdiod 1o Puet B dnugs obtened
Troms o phaemiacy and thee the plars @d ot ndcaee the covveage for
Pt B drugs odisdnistored Ly o phissicis. We sought <hrification Srom
CME for wich Pare B devggs were eccheded from the out-of pocket
wandormars and were sold by o CNES officlal thar plares exchaded spending on
Poart B drugs Srven the cutolpockat et o benefictanies roosved

Thewmn om an catpestient toeds. We addesd 2his polie of claeification to
Sootnote 0 the drafl. Given OMS's sulsogers soncy commeris on this
sow, we claeifind m the teat that S exchsoms appled so Pant B drags
Mm.ﬁuﬂmmdomvpltdbmlomndw

= d ey o piby H ', WY are A et the
nformation b e Pha Benefe Package—infoomation dat beaeflclaries
redy o0 when Uy dee sovking Desafit covernighe doomualion—does n
ndcate whether chomothergny drugs e Bcloded or exclided under the
ol poe ket (s imomes.

CMS dlso ded techiniond oes and chwfeations. which we
das 2

¥ b e

AHIP Comments

AHEF rvprosemitatives stuted ot they agreed with cur methodology, bat
radsed cortale points that they thoughe the report shoold have made or
emphastond.
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ANIF reproesen tatives sabd that while they undendood why we made a
distmction betweovn additond tosefiis wnd costsbiaring rodections, they
Belirved that we charscterord adational Beoelits se boing e mom
vahiabe of the two, We disagroed with AHIF s issessment. While we dad
e hade o deavecnn of how MA plars pergectod thery wosld allocee thetr
retanies to addionad tenefits, premnium redections, sod cost sharing
ercdactioms, i wies bapond the soupe of oer work Lo soeess the ndative
vahie of the allocation options.

With regand to our cost-sharing Nrading ANIF stxted that whiibe MA
Derrefichuries muy have highor cost shuring for some amegories of seevices,
thesr may be offset by lower cose stoaring for other cotogoeios of srvices.
utrﬂli.hllll’wnm«lemuedml\nhmwu

cont ¥ for trpats < o FFR dad not accoent for the
mmmuwmmmm-wnmm
plosénisn sarvices duriag Uwer | Sonnl ssgrn. Ao both CHS and AHIP

potied omt, most VA plars do not change extra Sor plgsdelan servioes
during Inpatient stays. We hase mode chomgos 10 U text of our oot and
e acoompemytng Sgure to clartly this potrt. However, as oer repornt
nooed, beneDeiuies who froquently use high costsharing services cousd
huanw orversdl cost sharmg that wonbd be bigdher than uader Medicar FPS

ANEF state] that adSoagh some beneficiarion may (aow higher o sloaring
under s MA plan than if they were earolied In Medicare PP5their out-af-
pochit custs coabd be bowur i User MA plan oo & boser prvtrius Oun
Medhozee PPN Whlle this regy be cnw in some cases— e Soomd that, on
verigde, phons used 3 pereerst of thedr rebetos 1o reduce Pant B
prosurarrs—it was beyund the soopw of our work to suake sich s
determineion AHTP fuether suated that MA plars peovide benelciaries
with optioes, Beseficiaras who pooder moow peedictadle expersas can
choose VA plans with Ngher prerndoms and bower cost sharing, while
Detmelickaries who ae less srverse 10 fisk cin choose SUA plates with bower
mmwnwwmwmwnmwmmnmm

Dcuries with options asd s added tiis poist 1o e test of our
ot

With regand to our reportiag oa MA plan medical looes mtsos, AHIP
repuresertatives Indoated that our podnt was Suirty staned, bae they asked
s Lo msertion Ues porl o G Hisalls i Brief section of e npont. We
Bedbeved that we made this pomt chear s oor dscursdon of medical boss
ralhoes annd Ok e bssuns (el o€ wrrast et lomingg in our ligh-bevel
MITeY.
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As agreed with your offices, undess you prebilcly areounce the contemss of
this repoet cuurlier, wo pdon no funther dstribyation sotil 30 duys froom s
oo AL theet tirme we wdl semd copldes to the Admiststrgor of CMS and
interested corgressional comminecs, We will also moke copies ivadah b
o ohers upos revpaest. The ceport will abeo be avadlalie 2t zo change on
the GAD Web ske o hetpodwww gao gov

1 ponn o yomr stalfs bovve soy quastions abost this report plaase commact
el () GRETIIE o cosgroav o gov. Contact poisls for our Offices
of Congressiored Helstioas sed Publc Aftues mogy be fournd on the Last
pogde of Os peport. GAO stadl whio made mujor contribations 1o this repoen
arv lbwed i apperdix VI

James C Cosgrove
Acting Director, Health Care




73

Lixt af Rngwenters

Taw Hororble Jubn D Diaygell
Choeman

Commitier oo Esergy sl Commmeny
Howwe of Representatives

Tar Hororble Frank Pdloar, Jr.
Chaeman

Subtcuemitioe on kb
Committee o0 Eaergy and Cormmerce
Howse of Ruprosaniatives

The Hororoble Henry A, Wasan

Clesrman

Comminee o Oversight amd Govermeness Refoom
Hirese of Rvprosaniatives

The Hoonbbe Chas b B Rusgyd
Clesrman

Comminiee o0 Ways and Mears
Howw of leprosntatives

The Horonbbe Pute Stark
Charman
Subcoommittos on Hoaxh
Coomuitier oo Wayw and Mears
Howse of Reprresasiiatives

Page 06 CNOAEY Medonrs Advanigs Bibane



74

Appendix I: Example of a Rebate Calculation

For most Medicare Advantage {NA) pla types. Medicaro peontces plars
with & redsse IF e plan's B s bedora Be Benchmark, bat provades o
redune I e phan's B exoonds the beachonork. Talde G s an exaompde of
edune uboufadions for tan Dypothetical plares, both bn U samse county .

Tatee & The Cocetation of 1w Retets & Tas Mypamatical VA Pl

P & L
cclas ke
20 rmrder per marber
P e P aney
Ly s Ton Kndarion Wanivg x E 10
Cmnry 6 Dol s L e
T » 3
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Both plaes bervw U same Senchmark becaise ey arv ia e searw comrdy.
Fan Awatendts b of $700 per reecnbier per mosth (PN L Bocamse S
plan’s b s $100 PMIPN bedow the benchmark, 1| recetves & retose gl
30 75 peroennt of that sonount, o 870 PMPM. Plan A sesst use the 70
l'!lﬂlnbckwmnﬁkuldﬂaull«nhn‘xdm‘mmhnd
cond o ur any of thw theee. ' B however, sabentis 5
Bhd that bx SAD NN abarve the berctmuark As 2 sveslt, the plan reoenes
o rebate, Meshoome's pasvaeres 10 plares cannat excend the beachonark =0
Medhoare's payment 10 Plan B s sot of $500 PNIPML the aenoont of the
hudnml Pl B e meakor up Uhe pemabador of the bid by changag i1y
a dat oy plan p of 530 PMPM. St Pra A los

Vor Miodioal Sontngs Avcwas (VBN ) plarm, MnSonm ko & doposdt e 3 Soneliolry's
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Agpeniis | Esampie of & Bebuir Calrnbot b

extra benefes and no addtional presbarm, whides Plan 15 b no extras
berefies and an acdithonal protnium, Plan A may attract moee benelicharies.
¥ most beneficseies choose Man A over b B, Plan [ s ghven an
Incentive to become moee effichent in She following year and ower s bid.
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Appendix II: Scope and Methodology

Thiks section desorfbes Be soope and methodology e to amalyae o
four obgectives: (1) dow MA plares pecdectod they woold sllocuse the
reloen they ecvtve, (2) what adissmad Berefee MA plase coenmcnly
covered with the retunes and addiEiorad presibims, and the peofectod costs
of Dhese addnional berefis, (1) how MNA pdans” projectend beseficlary oot
stuarirgg oaveal and by gpe of servicw, corsganad to Medicare fiwe-fur-
wervioe (FPS), and (§) how MA plares peogected they wosdd allocate ther
reveriee 10 medond and other expesses.

W wsed two peinary (e sournoes 10 analyee our four obijectives She 2007
i Priciog Tool data asd the 2007 Plan Benefin Package datn These data
sy saberettod by MA plase to the Cersers Sor Modicare £ Mool
Servioes [CMS) S agency that administens Medicarne, The bid pricing
data comain MA plars’ propections of thedr revenoe requirements and
revviree soweres. Specifically, S bd percng dats icdade MA plass’
projections of e tn—spendng on reedical exgpenes,
mmmmwmmmnwumm
o comiadn iafonretson on the bermefits ared costadun: ol
phans, Inctoding how MA (s projected cost sharing compans 10 cost
mmmumm I acdition, e W pebcing datn comiain

o e of pebodins and sdcktional prveressos plens
project they will peaquine to B addithonal bepefits, nadooed poem harms,

phars offer to Medbcare beaefictaries.

For cur clgoctivs, we fooused our arsdysts oo plan by et socoun! for
45 percent of VA esmrolinest: Tlealth Malrtenance Ornge teesors (1IV0O)
(71 pereent), Private Fee for Service (FFPS) Plass (2] poreers), Pniemai
Froatdoer Onget (PPO) B p L sened Provider S
O benthons (PS5O0 (1 pesoeo ) !\'mﬂmm*ﬂimhmun
pmmwmn«nwmh«cmmrﬂoﬂndﬂm
badeds W exciidend phes Grpes that horve usdgue neodeictions on
Iy #0h a8 conplosvr ples, Special Needs Plans (SNIT) and
dermonstrotion plares omd bids for plass Ot caly cover Pan Bsenvices.
W abar exchacddod plare with service sevas that anv exchoowdy cuteade e
000 wtates andd the Tkt of Columbia. 'Bas sporsors aov peomiined 1o
sulbonit sepane bids for a sboghe pockage of besedits by dividing the
MTYIO leva 20 segrmenite 3 these cown, bermeftn ol be the scene fur

P mtage of VA svavllmend Ly plas tpe s Simed on Adgrest 2007 s dberst
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Appendin 11 Neape sod Wit bt bogy

each segrent, bt each segmenns cost sharng and presams say @Affer
We connted each se@oerd s a sepanse plan We waod August 207
earollnere membens 1o welghet o ressdts. Axa resndt of our ethodology,
wo lncdudod 2005 plass and 5704830 berfotories (71 percent of total
MA i ) = our anady these tsenbers appdy 40 all tadbes sod
mhmmmm«mmmumum-mwm
FSOw after the exchrenns, sod enroliment o S phos wios | percrnd of
MA enrollmere. we do not repoet results separately for PSOs, bt we
nchende Uharn in U sgirvgaed rosulis we rvpoet for sdl MA plass.

To determine how plares peoiocted they wosld flbocse the rebale 1o
addeiorad teoelits, roduced prvrmtums, and redeced cost sharmg, we tead
mwm«nmmwmm«mmmmm

projected they would spend on sl I Benelita. neduced pe and
mumm«.mmmummmm
i 2 fursli Tor Uwser saddilicaal bermefie,

mmmm-munuommmwamdm
progoion of total fursdisg ploes projocted they would spessd on additional
benelits. reduoad peeriums, and recaced cost shuaring sed spplied these
projections 1o e peodectod rebate. We restrsted our analysis of rebate
sllocatioos to the 874 plare theet pecetvid o roboto.

To dentify thwe sdebtiomad Bensefits that MA plasss commuonly covenad with
retates ool addtional presohars, we presd e beneflt package data. The
et it packaage dada proyide U tost detadled sod acounde idomuation
Aot beneits offeeed. nctading additional here®itx. We ssed the
cromen dlk CNS rovomnended—Bon (il aot peguiee— phans 10 wse 10
match service categunes in the benelit package e to categunies in the
b pebcing St and Wertified the peecermage of beneficlarss in plans
that o@ernd adiltiored benefits usmg b pricing catagoran’

To lderdily e costs sosocsbed with Unser siditioonal benelite, we used e
b peicing St Phas dM not use consdstent categories for their
dctioned benefits bn the Bid peicing G For examp e, sorme plass
categnrtaed additional vision beredins inder the category of ather non-
convered servioes. Therefoee, our estimnones of the costs of adlitional
benelits do not inchade sl plares theet offer thoew bosefits, bet aro based o
o soeadler arber of plans ot specifed at addithonal berede and the

Cowsors b Mok A Meduadd S M v Camph S Moo
AMrevsage (0 Prictng Tood Far Canboct Mmtlﬂmll.‘vm
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Aggemiin 11 Nooge sd Wiet hatebogy

asmociaied cost of prostaing that beneflt, In addiion, some categories,
soch s profissional seryioes snd oher nonoovred seryioes, werne
Idertified by CMS so srirelialie bocaise they Bhoely Inchided a variety of
mm“nammmmnum“m*m
categuries of addrEnred servioms may i oo,
-dulnmmmumMImdmnanmk
corperdennd jo sppecocerations.

To cadcalate estimatond costs for esch of U sdditional serybor calegories,
we hdentiNed plans that offered the addiond beaeflt and St ot
projectod o oot of of lesst 8001 PMPM. The peogcted amounts of plass’
addaiorad beoelits woer adueted foe the hesdth staees of the pleas’
mmmmwmwmm«m;-mmm
berelits by the plared projected rak T
piuubrm m“pmmwdmn«mh

fictary in Ml FPSU Wo then csdoubated Uw ivengie
mmamwmm«n welghting the average by e rumber of
wcarolhoes in the plars B e hoed estanated the amourt of addtionsd
benelits lunded caly by the rebates, e I'MI'M of sdebtionad
benelins would be lower.

towmpwmmmmmmwm
FFY we sadyand phess’ cood sleerieg for Sk
wuwmmmwuwummmm
s Inchadhod o G b pricing data. Thwe expaivalerst
Mediczer FFS cost shanng reprresents an MA beoe ebary’s eocpexsed cost
sharing under Modicare FFS if e teseficiany’s MA plan hod the sans:
prictng e iedization se Midican FES The Medicer FPS aquivadent cost
sharing for eoch sendoe category wis cabeufatod by applying the iverge
costabarmg pororntagy e Meckizer FPS Sor a ghon service clegury
o each phe's 1oeal cost estimates for peostding Benefts n that sendce
y. For o, o e costsdhy weage wnder Modicae FFS
hlm&mmulﬂmhanumw and s VA plan In
mmMmmmmlmmdmm then
beurtrgd be 10 perovat of S20L or $23) PAIN
vaAxnmm“mNmuemllMH‘Sb

wxpendraes dui on wvenge v e sene o Srose
mﬁ-rﬁ-mm-n«m-—-.m sowre ol oews W o phen has 8 pepiethn
Bl g v ety Thas o s B Lhaee S
mnmmmmﬂnmmn«u onior than o
k-'lmm ogectivey
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Appendin 11 Neape sod Wit bt bogy

caloslated Sor eoch coumty —one county ey have an equivalent inpatiere
costabar g perortlage of 10 perovnl, wisde anotieer courty sy have o
peroentage of 8 peroert. For Par 15 servioes, owwver, the cost-slauring
peroertages are a national avernge, nomcmpemmu.mmm

toall¢ Wo dbvidded each plan's d cond sbormg and the
Mmq&mnmmweﬁtm:wm&mwm
fearirgd [ur 2 Benelictary with svveage Medscoy boaks

spending I‘emrdmmdmnmmmdm
Bighuer Shan the estinalod Modicaee cost sharng for u ghvon service
categoTy.

When we caloslated the amosnt of redueosd cost sharmg, we wad the foeal
-mmsmuﬂmlnluukum We lncdoded boed rebates and
adduored po thise peenaded the uf cost-
dunmmhnImu )(AMplitwlrmmunnﬂlmﬁw
The wracesrts of the adiltioned bonefits s cowtsbianing redactions in o
amalywes woulid be Jower (T we hod restriosed our anabess o rebates as the
sk Ouraling souroe.

To determine plons” outof pocket masionnms, we examisod e
network ost-of-pocket mecctzien sod the combimed ost-af pocknt
oo (o reacchmooen that appbes 1o both Inoetwoek and oot of reework
sarvices) Debds o e bonefit pesckagy cheta. [f thw two Bedeks were the scene
vahe, then we defined the oo-ofgoe ket masimom as egual to tat valoe
U o of e Saodeks v Bdask, sond U othner Budd Wi & posdtive marber,
hen we defined the cur-ofpoc kot masinuem s egual to the vadoe of e
Sl with the posdtive paomber. 3 both Sededs had a posdtive ramber, b
they were not equaal, them we delined the cut-of-pocket muscrmmm as eqesd
10 the vadipe of the Neld with e boser viadue, We categoriaed » plan is
hantrgg s ool pockot meastreus even i e plan excloded cortain
categaries of servioe froe thee masimom. We did pot categoriae o e
hadt lead canly sowervionsprocific i s loeieg an ost-of pocket
i,

Yo deterzaine the p e of sotd L A to medhesd
upemudothucnmm mmuwpmucauunwm
the pecd d valow of mad w, el

nmucm«mwmmwhumw‘ub

“The b priciog data enclade the roews for beselic ks with
end snge remd Ao Boen (s cnleninton
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T Scwpe and

repoeiend the percermages of beneficiaries i plars that projected medond
experoass b Uian 55 peroant. We aba smalyzed the p eage of
poojected 20 go to sales ard marketing from the bid peicing &ra
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Appendix III: Plan Variation in Rebate

Amounts

Roboate ansounes, i well as O allocstion of rebates, vaesd dberibsly
mmmmmpm.mmnuwmnmmm
rebate arouns and the anounts of addiiosal beneins, redeced
pevendumes, anad cecacnd oot shearingd st U 20t e Tith percentiles,
welghend for enrolimest. A peroeatile ls the vahie Below which a ceraln
preroviage of beseflcianies fall For esomipde, the valae of the costsharing
reduction at the eh percentile wooe S2U0E PMPM o st the Tieh
percentie was TSN PMPM, meaning that a1 lesed 15 pervere of
Dremaflciars were bs plares et projocied & costadarng redaction of
S0 VM or besws, ol 22 beant 70 perovat of benelictanes worr o1 plas
that projecied o cost sharing redoction of $TRS0 PMPM or bess, (See

ke T.)

e —
wmmmm—ouwmmmummumm

0 ees "o Al pars’
Pass 1M Pl « 0 Plrs « 3% Plass « 1008
Petate soml
35 parcertie LT U &80 T san
T pavoarase FE T Ko e L)
Arvranl of rebwie shscuied %
Azchscesl sevetts”
2=° percertie A 200 1% 27
T6 pvowte Wi na E=E Y 1N
Pt O penviam ndueten’
= perowrtee a 00 a0 000
TS percertie 2404 M2 725 442
Pat @ pramiamn isdecton
o' peveem am so 0 0
T poroirdee L] 800 L] 000
Coat-abaring recuction”
257 percertie “n w»oe 27 noe
T povoarten Y . o ™
W Ca ) ——— - A Bt P L -
O WMt s g By Asgudl U000 A o

ety of gowcagn W h e mmmnmmmwm-|
PRamy oy parvin armon Tl aen oerk atepdy vl of e 53 shetes ot e Dabed of Tahardee
W eeriuced om e analpws. Therw sese | 574 plem ot wowved 8 sebate

Pogr 84 GADEA IS Medivare Adnaniagr Brbairs



82

Appendin 11 Flan Vartstbon o Bobase
Ameawn

e A plere” wohies MO, FYPE plew. FYOn, et PEDs. Pseits aen e seperied
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Appendix IV: Plan Variation in the Out-of-
Pocket Maximum

T 2007, sbonst hadf of YA benelictanes were & plares thee hoad an oat-od-
pocket pracchrmrm, o dodlar Bk oo 3 benefokny's oot haring The out-of-
pochet macceain vaesad from plan 1o gl To peovide o tseware of Ui
out-afpoc ket macciam visrtation, we cadoulated the ow-afpocket
asioeanms ot the 250h and TR peroontibes. wegghtod for enmollment. A
percenttle o the vadiw below which a P g0 uf berwlh

SR, For exompde, the oue-ofgoo ket rracchnnmn o the 2 percersle was
F2T00, annd aat the T prerovnntibe (1 wies 84,600, ieardogg that al kued

25 perovst of bemeflctanies were i plars with an out-of-pocket masdmam
FLT00 o b, oond) o beast T perocnt of beneficianios were i plars wich
s cutol-pockt recsiren of $L00) or ke (Sow ble 8 )
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Appendix V: Comments from the Centers for
Medicare & Medicaid Services
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GAO's Mission The Governrment M'_fum-mry Offiee, the .mll.'-'- aleation,
vestigative ann of Congress, exdsts 50 seppont Congress o meeting s
constivetional resporsitdliones and 1o ddp imgoove the porfoemance ad
acvosnalaling of O federd goaverenesd foor S Arsorican pocgde. GAD
exzetmes S e of praldic funds; oviduales Sodvral progrens and policies;
and provides arcayses, recuenmend and other v o help
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commtmene 1o good goaverenest s refocted In s core valoes of
sccomniatdliey, Integrity, and refialddin
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GAO Reports and reealy redevea] peponts, testlinony, and comrespondence an s Web sie To

TPS“II\O“)‘ harve GAD commad] o0 8 Ist of reowly posted peod s evvry aflemonn, o

b o gon and sedent “Eanail Updises ™

Owder by Mall or Phane Tha first coqry of each pristod pepoet is free, Addtional copins arc $2 each
Achavkory oy vercher s Lo msade oot 1o the Superniendent of
Doctsments GAD sdso acvvpts YISA o) Moodervsed, Orders foe 100 or
e copries rraeled to x amgle adidrves tov disconntod 25 percent. Orders
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Chairman STARK. Thank you. Is it your feeling, Mr. Cosgrove,
that if we required data from the plans, obviously retroactively, as
to what they actually provided—and I guess I would like to make
this distinction, Mr. Weems and Mr. Cosgrove—a benefit offered is
a different cat than a benefit used.

In other words, take a look at me and you could offer me a life-
time membership in a weightlifting club, and as valuable as that
might be to my young, vigorous ranking member, it would be abso-
lutely useless to me. And so while it has a value if I used it or if
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I could sell it to somebody, so if you offer—I was looking at the
dental benefit, for example. Four bucks a month, that is less than
$50 a year. Now, I don’t think you can get your teeth cleaned for
$50 any place. As I recall, it is maybe $100 and change, as I think.

So, I mean, I think that if we had some figures as to what was
actually spent and used by our beneficiaries, we would have a bet-
ter ability to assess the value of these plans. Is that

Mr. COSGROVE. Absolutely. We have no information on utiliza-
tion. I want to point out that the dental benefit, the $4 per member
per month, was on average the most expensive additional benefit
the plans offered. And $1 of that $4 is actually paid by bene-
ficiaries through additional premiums.

Chairman STARK. Also, we skipped over here. But according to
your full report, a third of the private fee-for-service plans—and I
am sure our guests will learn that there are kind of two plans, I
think, or two types of plans—charge more for home healthcare
than stand-alone fee-for-service Medicare, and if they offer an out-
of-pocket cap, they often exclude things like mental health, home
healthcare, the most valued for very sick people and probably the
most expensive for them to provide.

Is that a fair assessment of-

Mr. COSGROVE. Overall, roughly half of beneficiaries are in
plans that have a cap, but half of those are in plans that have a
cap that excludes something. And home health is frequently one of
the services that are excluded, yes.

Chairman STARK. And we are talking generally across the spec-
trum about a medical loss ratio of 85 percent, some perhaps a little
higher, a third of the plans or 30 percent of the plans lower.

Mr. COSGROVE. That is correct.

Chairman STARK. And just for the record, what that means is
that 85 percent of what the plans take in in premiums or subsidies
or government payments, whatever, for every dollar, they spend 85
cents on medical care and the other 15 cents can be most anything.

Mr. COSGROVE. Well, the other 15 cents is going to administra-
tive expenses and profit.

Chairman STARK. And if you compare that with Medicare, our
medical loss ratio there is north of 95 percent, probably 97, 98 per-
cent. Is that fair, Mr. Weems?

Mr. WEEMS. According to the trustees’ report, it is approxi-
mately 98 percent.

Chairman STARK. So what we are saying is for every buck the
taxpayers and the beneficiaries pay into Medicare, they are getting
97 or 98 cents’ worth of medical care. And I think that is important
to compare.

And I know, Mr. Weems, you have suggested that in the services
offered—and again, I don’t want to beat this dead horse—but when
you say that two-thirds of the plans have coverage for eyeglasses,
you don’t mean that they get a pair of eyeglasses every year?

Mr. WEEMS. No.

Chairman STARK. All right. And they are often a limited dollar
amount?

Mr. WEEMS. Typically.

Chairman STARK. And so that for any of my colleagues who, as
I do, have Blue Cross, and they give you a list of places where you
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think you can get eyeglasses for 50 bucks, guess again. I mean,
maybe $500, unless you go to Wal-Mart or Costco. But we don’t
have, I think—and I think we will hear from witnesses later—ei-
ther defined benefits and/or marketing restrictions that would pre-
vail in most States.

We have pretty defined benefits under the old Medigap rules. I
mean, what, are there 11 plans?

Mr. WEEMS. Right.

Chairman STARK. And when we wrote that bill, I think we had
pretty much agreement among all the insurers who were writing
Medigap at the time, including AARP and whoever else was in the
business, that with those 11 plans, that gave them enough leeway
to provide a variety of coverage for people to choose from.

Why wouldn’t something similar to that be useful to the bene-
ficiaries in Medicare Advantage? Let’s say that we said, look. If you
have got how many thousand plans here, let’s design a set of bene-
fits within which, these parameters, they could operate and com-
pete, come back to you or to us for additional benefits if necessary.
But why wouldn’t that simplify your lives for keeping track of it,
ours for understanding what the beneficiaries are entitled to.

Do you have an objection to that, Mr. Weems?

Mr. WEEMS. Mr. Chairman, at its heart, the Medicare Advan-
tage program is about choice. And restrictions on the benefits
would limit those choices. And I think we should be in a position
of giving our beneficiaries a large number of choices. One of the
things that we have done is to move to make sure that those
choices are more understandable and presented to beneficiaries in
a more standardized fashion.

Chairman STARK. But you don’t think they should be limited in
number?

Mr. WEEMS. No, sir.

Chairman STARK. Well, then, in Part D, you would suggest that
anybody signing up for a Part D drug plan should be able to buy
any drug they want?

Mr. WEEMS. Well, not any drug. We want to make sure that
they are FDA approved.

Chairman STARK. I will spot you that one. What is next?

Mr. WEEMS. Well, and then we allow plans to provide choices
through various formularies.

C‘l?lairman STARK. But you allow them to limit my choice, don’t
you?

Mr. WEEMS. The same way that Medicare Advantage plans
allow a range of choices through different benefit arrangements.
Yes, sir.

Chairman STARK. Okay. Mr. Camp?

Mr. CAMP. Thank you.

Mr. Cosgrove, let me first begin by saying I appreciate the GAO
staff briefing the minority staff earlier in the week on this report.
I am disappointed we couldn’t get the full report before today’s
hearing, yet apparently the New York Times did not have this
problem as there is a story in today’s paper quoting from the re-
port. So they had things that the minority staff didn’t have. If we
are going to have a meaningful discussion, I think we do need full
information.
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Now, just let me move on to the thrust of the report as I under-
stand it in this short time frame. I am concerned that your report
isn’t an actual representation of beneficiaries enrolled in Medicare
Advantage plans but instead, again, this hypothetical scenario for
beneficiaries using a single type of service for a small subset of
plans.

So let me ask you: In your testimony, you included a chart that
showed how Medicare beneficiaries could pay more for inpatient
services. Is it true that this just reflects one plan out of over 2,000?

Mr. COSGROVE. No. It is a representative plan out of 80 plans
that we found.

Mr. CAMP. I believe it is a representative of one plan out of over
2,000 plans beneficiaries have choices of. Let me ask you again: Is
it true that 84 percent of beneficiaries are enrolled in plans where
they could pay less cost-sharing for input services than in tradi-
tional fee-for-service?

Mr. COSGROVE. Well, as we point out in the report——

Mr. CAMP. I believe the answer is “Yes” to that, and I guess I
would prefer just a simple answer there. I am correct, am I not?

Mr. COSGROVE. Yes.

Mr. CAMP. Is it also true that over half a million beneficiaries
are enrolled in plans that charge no cost-sharing for inpatient hos-
pital stays?

Mr. COSGROVE. Yes. That is in our report.

Mr. CAMP. I think it is important to understand that many
beneficiaries who are buying insurance are buying protection
against catastrophic events, even if they don’t use it. And from
what I can understand, the services that you have chosen to look
at are used less often. And, frankly, services such as physician of-
fice visits, which are used more often, are less likely to have a
higher copay.

So I think we have to look at the kinds of comparisons that are
being made. And, frankly, your report looks at inpatient hospital
and home health and ignores physician office visits, which 97 per-
cent of beneficiaries experience, 8.5 percent experiencing home
health and 25 percent experiencing inpatient hospital.

You know, it is my view that this report ignores reality. And I
think if we are going to have a meaningful discussion—and I ap-
preciate, Mr. Weems, your comments that you are going to get
some actual data to us so that we can really have a meaningful dis-
cussion about this. So thank you for that. Thank you for your testi-
mony as well.

So I guess I think it is important that we get a report that is
real, that we have an opportunity to review so that we can have
a meaningful discussion. I think this really is a fake report with
fake conclusions, and we are having this fake hearing about it so
we can all run to the media and make certain pronouncements.

I think healthcare is too important. I think our seniors are too
important. I think the choices that they want to make are too im-
portant to conduct the people’s business in this way.

So again, I am going to send a letter to the Comptroller General.
I look forward to his response as soon as possible. Thank you, Mr.
Chairman.
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Chairman STARK. Well, you are welcome. I am sure that there
will be others here who don’t like the report, and I will reserve my
comment until a second round and ask Mr. Thompson if he would
like to inquire.

Mr. THOMPSON. Thank you, Mr. Chairman.

Mr. Cosgrove, we have heard in testimony before this committee
in the past, and we heard it again today, that Medicare Advantage
plans, especially private fee-for-service plans, are rapidly increas-
ing in enrollment.

And your testimony notes that the Medicare Advantage plans
were originally envisioned as a potential source of savings. Is that
correct?

Mr. COSGROVE. That is correct. What was once called the risk
program started in the 1980s, yes.

Mr. THOMPSON. Are they currently achieving savings for to-
day’s Medicare program?

Mr. COSGROVE. No, absolutely not. According to the MedPAC
analysis, the average plan bid for simply providing A and B serv-
ices is 101 percent of fee-for-service. And on top of that, plans get
rebates.

Mr. THOMPSON. I would like to talk about something that
hadn’t been brought up yet, and that is the impact that these plans
are having, and if we don’t do some sort of reform to the Medicare
Advantage plans, will continue to have on Medicare’s trust fund
solvency.

Can you speak to that at all?

Mr. COSGROVE. As I mentioned in my statement, in 2006, for
example, we paid an additional $7.1 billion extra to Medicare Ad-
vantage plans that would not have been paid if those beneficiaries
had been in fee-for-service. It is true that beneficiaries in those
plans did receive lower cost-sharing and additional benefits. But
there is not a free lunch. That came out of the $7 billion.

Mr. THOMPSON. And it is my understanding that the Medicare
Advantage overpayments and rebates, had it not been for those,
the Medicare trigger never would have been pulled. Can you com-
ment on that at all?

Mr. COSGROVE. I have heard that. I haven’t looked at the num-
bers. According to the Medicare actuary, it certainly has reduced
the life of the HI trust fund. And it certainly has contributed to
higher Part B for all beneficiaries.

Mr. THOMPSON. And your report also found that plans are allo-
cating 20 percent of their rebates, or $17 per month, on reducing
premiums. However, you note that 41 percent of the beneficiaries
are charged an additional premium for the privilege of partici-
pating in a Medicare Advantage plan, and that the additional pre-
mium averages about $58 per month.

So at the end of the day, are the beneficiaries who are charged
an additional premium actually seeing any savings on their pre-
mium cost?

Mr. COSGROVE. Well, they are seeing—the average beneficiary
is seeing savings overall, but not on the premium cost, no.

Mr. THOMPSON. And how about in comparison to traditional
Medicare?

Mr. COSGROVE. I am sorry. The question is?
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Mr. THOMPSON. The savings, the cost savings over bene-
ficiaries in traditional Medicare?

Mr. COSGROVE. Well, again, it depends on whether you are
talking about the average beneficiary or some beneficiaries. The av-
erage beneficiary would see, overall, some cost savings. But there
are beneficiaries in plans who could see higher expenses.

Mr. THOMPSON. Mr. Weems?

Mr. WEEMS. Good morning, sir.

Mr. THOMPSON. I am perplexed that the budget, the adminis-
tration budget, paid a lot of attention to Medicare spending and
solvency, specifically in the areas where they tried to strengthen
Medicare such as cutting physician rates by over 10 percent or cut-
ting hospital payments billions of dollars, so severely, I might add,
that in California our hospitals alone would see a loss of over $800
million in 2009. And yet there is no mention of any payment re-
form for Medicare Advantage plans.

GAO stated that these plans achieve no savings. CBO has stated
that reforming the Medicare Advantage payment rates would im-
prove trust fund solvency. And MedPAC has stated that there is
no policy-based merit for these overpayments.

Why do you think these plans deserve such special treatment
when it is clear that they don’t yield any special results? And if you
guys aren’t listening to the GAO and the CBO and MedPAC, which
experts are you listening to when you develop your policy for the
Medicare Advantage policies?

Mr. WEEMS. Thank you, Congressman. Medicare Advantage at
its heart is about choice. You note the growth in private fee-for-
service. That growth is in rural areas, where the kinds of services
and benefits that Medicare Advantage offers has not been avail-
able.

As for our budget, our budget protects those kinds of choices but
goes directly to the kinds of solvency issues that you mention. If
our budget were enacted, the solvency of the Part A trust fund
would be extended by ten years.

Mr. THOMPSON. I would like to see your budget come to a vote
of this full committee and to a vote of the full House because I
don’t think there are three votes for it. You cannot tell me that if
we cut by over 10 percent physician rates and decimate funding for
hospitals, and those are hospitals that are also in rural areas, that
somehow that is good for the people who need healthcare in not
only rural areas but urban areas as well.

And to the question of who you listen to, who you get your infor-
mation from in developing these policies?

Mr. WEEMS. Congressman, we get information from a variety of
sources, including the GAO, the Congressional Budget Office, out-
side groups.

Mr. THOMPSON. And MedPAC?

Mr. WEEMS. And MedPAC.

Mr. THOMPSON. But they have all said contrary to what your
policies are proposing.

Mr. WEEMS. Those are financial analyses. The Congress, when
it enacted this bill, made a policy choice about choice. And that at
its heart is what Medicare Advantage is. It is about giving bene-
ficiaries choices.
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Mr. THOMPSON. Thank you.

Chairman STARK. If the gentleman would yield, I believe, Mr.
Weems, your own actuary said we are paying too much for Medi-
care advantage.

Mr. WEEMS. Our own actuary would say that

Chairman STARK. He may not phrase it that way.

Mr. WEEMS. He would say that Medicare Advantage is paying
above the fee-for-service rate. Yes, sir.

Chairman STARK. Well done. You are not going to fire him.

Mr. Becerra, would you like to inquire?

Mr. BECERRA. Thank you, Mr. Chairman. And thank you for
coming to testify today.

Let me see if I can ask Mr. Cosgrove to make something clear
to me. The gentleman from Michigan, Mr. Camp, took umbrage to
the fact that your report was based on projections and did not in
one instance talk about the reality for one particular individual
who receives his or her care through the Medicare program’s Medi-
care Advantage system.

And just to be clear, Medicare Advantage is an HMO-type setting
where, through an insurance program, through an insurance com-
pany, a senior receives his or her care versus the senior receiving
traditional Medicare, which is where the senior can go to any doc-
tor or any hospital to receive the care because he or she is a Medi-
care beneficiary and can go anywhere he or she likes. But if you
go to the insurance company and that insurance company system,
you have to stay within that system, and you accept that package
that that system offers you.

But again, Mr. Camp took offense that your report was based to-
tally on hypotheticals, on projections.

Mr. COSGROVE. Yes.

Mr. BECERRA. My understanding is you had no choice but to
base it on hypotheticals and on projections because the law doesn’t
require CMS to talk about real people. And so therefore, your anal-
ysis has to be based on what you get from CMS. Is that correct?

Mr. COSGROVE. That is absolutely correct. Plans are not re-
quired to provide any data on what they actually spent or the bene-
fits they actually provided. The only data that we have available
are the data the plans submit annually, and that is in their bid
proposals and their plan benefit packages.

Mr. BECERRA. And so, Mr. Cosgrove, your projections and anal-
ysis of these hypothetical patients under these Medicare Advantage
plans that Mr. Camp took offense to are the actual projections or
based on the actual projections provided by the plans themselves
to CMS?

Mr. COSGROVE. Yes. That is true.

Mr. BECERRA. So our difficulty—and I agree with Mr. Camp,
we should be talking about real people. Your problem is when the
Congress in early 2000, or 2002 or so, passed this law on Medicare
Advantage under the then-Republican-controlled Congress, it did
not require CMS to collect data on real people. In fact, CMS has
no authority under statute to collect information on real people
under the Medicare Advantage plans. Is that correct?

Mr. COSGROVE. That is correct. And that contrasts with the sit-
uation in Medicaid, where many States contract with managed care
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plans and require those plans to provide data so that States can
know whether their Medicaid beneficiaries are receiving preventive
care and other services.

Mr. BECERRA. So I think all of us probably on this dais would
agree with Mr. Camp that we should be talking about real people,
which would require that the plans do what other medical pro-
grams that get government subsidies do, and that is to report on
real people, what their outcomes are. And I think it will be fair to
ask for that and then base some of our judgment on that.

A few years ago—actually, a number of years ago—we would con-
stantly hear stories about the 3- or 4- or $500 toilet seat that the
Department of Defense was buying for this or that plane or facility,
how we are paying tens of dollars for a screw. And we just found
that things weren’t being done well, and lots of waste in the De-
partment of Defense.

We are being told by the plans that they will do certain things
with the money we are giving them, and including the rebate,
which is above and beyond what a doctor or hospital would receive
under traditional Medicare.

Mr. COSGROVE. Right.

Mr. BECERRA. But we have no guarantee, as I think Mr. Camp
pointed out, what in fact real people are getting from these plans.
And so while it may not be the same as a $500 toilet seat, in many
ways we can’t determine if we are getting a $500 toilet seat or not
out of some of these plans, can we?

Mr. COSGROVE. That is absolutely correct. There is no way to
determine that. We would certainly welcome the request from Mr.
Camp, and we would welcome the ability to get data from plans.

Mr. BECERRA. And I think it is important for us to get that in-
formation because many of us are in some of these health plans,
or have family or friends who are in these health plans. My par-
ents are in a Medicare Advantage plan, in Kaiser—Mr. Stark men-
tioned Kaiser—in Sacramento, California. They have been in Kai-
ser. They enjoy having Kaiser as their provider. And so there are
a lot of plans that are doing some great work.

And so I think what we want to do is get the facts so that we
don’t disparage the good folks who are providing good services. And
that way we could distinguish between those that are providing the
best of services.

My final question is this: I believe, Mr. Weems, you mentioned
at the end, right before I started my questioning, that in fact the
actuary for CMS has said that Medicare Advantage plans are re-
ceiving a greater reimbursement amount or dollar amount than are
traditional fee-for-service providers.

Mr. WEEMS. That is correct.

Mr. BECERRA. And I believe, Mr. Cosgrove, you said that total
$59 billion more is going to Medicare Advantage than would go for
the same services under a traditional Medicare service program.

Mr. COSGROVE. No. That was total spending in 2006. The addi-
tional spending amounted to $7.1 billion in one year.

Mr. BECERRA. Okay, $7.1 billion. And so we are talking real
money. Whatever the amount is, we are talking real money. And
those are billions of dollars that we spent, taxpayers spent, to pro-
vide Medicare services to seniors. Not really sure how it was spent.



96

In some cases we think it was spent well. Other cases we are won-
dering.

But given that we are in this crisis and everyone is talking about
how the sky is falling for healthcare, and Medicare in particular,
I think we do have to get the real numbers. So I think, Mr. Weems,
we are looking forward to receiving that information. And I think
Mr. Camp’s request is legitimate, and I hope we all join in request-
ing that information so that we can base our aim on the facts.

So I thank the gentlemen, and the chairman for the time.

Chairman STARK. And before I recognize Mr. Pomeroy, I would
like to—Mr. Camp is carrying the whole other side of the dais here,
and I would like to give it to him for a few minutes.

Mr. CAMP. I certainly appreciate it, Mr. Chair. I just want to
comment.

I didn’t ask to be yielded to during your time, Mr. Becerra. But
it is part of it that it is not just real people, but it is also the prob-
lem that it is only inpatient and home health. And those services
that are used more often, which are not included in this report,
have a higher cost-sharing.

So I think it is not just the people. It is the focus of the report.
I would also like to see them include physician office visits and
other portions, not just inpatient and home health.

So thank you, Mr. Chairman.

Chairman STARK. Mr. Pomeroy, would you like to inquire?

Mr. POMEROY. Yes, Mr. Chairman. Thank you.

I have the greatest respect for the administrator. He has come
to North Dakota. He has helped us with the hospital problem. A
career man, ultimately appropriately on merit advanced to the No.
1 slot. And I am very pleased—truly, I am very pleased with his
leadership. This is a no-nonsense, get-it-done guy. And we know
that representing the administration, he has to defend Medicare
Advantage.

What I want to focus on is what we are getting for the extra
money we are paying. So, Mr. Administrator, you don’t contest the
$7 billion in extra payment as opposed to if we had run those same
benefits through Medicare. We paid $7 billion extra to have the in-
surance companies involved.

Do you agree with GAO’s comment on that?

Mr. WEEMS. That there are additional costs associated with the
additional benefits and additional choice; that, right now, Medicare
Advantage plans are above the fee-for-service rate.

Mr. POMEROY. And because of the variety on the plans that are
not fee-for-service, let’s just talk about Medicare Advantage Private
fee-for-service. It is generally believed that we are paying some-
where in the neighborhood of 12 to 17 percent more per dollar of
benefit administered in order to have the private entity make that
payment. Do you contest that?

Mr. WEEMS. It is not just the private entity make that payment.
It is also the insurance value of the product that is being pur-
chased by the individual, by Medicare, at that point. It is not just
simply an administrative processing.

For instance, a private fee-for-service plan offers in some cases,
for instance, a known co-payment for a doctor’s visit. So a regular
doctor’s visit will, say, cost $20, not 20 percent, or $10, or $5. So
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the additional benefits may come in the certainty of cost-sharing,
the same way many of us have that certainty in our own private
insurance that we have rather than a percentage, which would now
be the case for

Mr. POMEROY. Although Medigap insurance has existed for dec-
ades that covers the unknown of the other coverages. And people
can choose that if they care to. But as a system, we are paying 17
percent more to have the private insurance companies administer
that benefit, and the rationale is, it is about choice. Is that basi-
cally your position?

Mr. WEEMS. Again, with respect I take issue with the “admin-
ister the benefit.” They offer additional benefits also. But yes, it is
about choice. It is about offering these type products in areas
which, before, they were not able to be offered.

Mr. POMEROY. I just take such issue with the administration’s
assessment of priorities within the Medicare program, as reflected
in their budget. I have got a whole page here of provider cuts, deep
and painful provider cuts. The total in North Dakota would be dev-
astating to the healthcare delivery system sustained across our
rural reaches.

You close a rural hospital, you have taken away choice. You drive
physicians out of accepting Medicare because they are reimbursed
so far below costs they just don’t want to do that any more, and
we are really believing we are about on the edge on that with some
of our providers, you remove choice.

So in my opinion, you really take a meat axe to provider pay-
ments. I agree with my colleague Mike Thompson when he says
there wouldn’t be any support for this on either side of the aisle
because of the fear of that.

But on the other hand, you don’t take anything out of the over-
payment to insurance companies that you acknowledge runs 12 to
17 percent. GAO tells us in one year we spent $7 billion just to the
insurers. If Medicare administers the benefit, we are $7 billion bet-
ter off in one year, $35 billion over five at that rate. And the five-
year figure actually is going to be much larger than that because
of the marketing growth of Medicare plans.

Mr. WEEMS. Absolutely.

Mr. POMEROY. And I want to focus on that growth in my final
comments. We have been exchanging correspondence trying to get
a handle on the consumer protection capability within CMS. You
are aware, of course, that this choice that you defend includes in-
surance agents making cold calls on the homes of senior citizens.
Is that correct?

Mr. WEEMS. Yes.

Mr. POMEROY. There are not too many people I represent that
choose to have that kind of visit. They would just as soon choose
not to have that kind of visit.

Mr. WEEMS. Congressman——

Mr. POMEROY. But what worries me most about it is you don’t
have much ability to oversee it, and you keep State regulators out
of the picture.

Do you see a resolution there? How are we going to get more con-
sumer protection for the people that are getting the cold calls from
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the insurance companies paid 17 percent more for what they are
doing than what Medicare does?

Mr. WEEMS. Thank you, and this is an important issue. No ben-
eficiary should be deceived into accepting one of these products.
And CMS has taken a number of steps, and have a number of steps
underway, to prevent this.

First of all, beginning in September, we built a rather substan-
tial surveillance system. And as you may know and others may
know, we spend a lot of time and effort doing secret shopping and
actually sitting in the marketing campaigns. I sat in on them in
rural areas and in urban areas with a baseball cap on. They didn’t
know who I was. And immediately after those marketing cam-
paigns, if there was a violation, we fed that right back to the plan.
In some cases sanctioned them. And we saw a steady reduction in
the amount of complaints.

We are not done yet. We have some additional actions that we
are going to take in the very near future that deal with exactly the
same kinds of things that you are concerned about: how an insur-
ance company makes contact with a beneficiary, what their com-
mission structure looks like, and then also clarifying some of our
civil and monetary penalties.

Mr. POMEROQY. I will just say—because I know my time is up—
I mean, I used to do this for a living. I was an insurance commis-
sioner. I wrote the Medicare standards that are now in place
through the States as we enforce Medigap sales.

To me, what you are describing is very kind of happenstance. It
is not a comprehensive regulatory system. The protections that you
just described are available in State insurance departments and in
State law, and I believe this administration ought to advance—I
mean, for one thing, we try to get you more resources, the Presi-
dent vetoes the bill.

So you don’t have enough resources internally. I believe you need
to work with State insurance departments. And I would like to see
more from CMS in terms of working arrangements there.

My time is expired, Mr. Chairman. Thank you.

Chairman STARK. Thank you.

Mr. CAMP. Thank you, Mr. Chairman. I have heard of being in
the minority before, but this is

Chairman STARK. Kind of a lonely day. [Laughter.]

Mr. CAMP. So thank you. Mr. Weems, I just wanted to say that
I have heard some reports about some of the unacceptable behavior
by agents and brokers who are selling some types of Medicare Ad-
vantage plans, and I think there is bipartisan agreement these ac-
tivities need to be stopped.

What are you and CMS doing or going to do to stop this and pro-
tect beneficiaries from these kinds of individuals and plans?

Mr. WEEMS. Well, beginning in September, as I said, we built
a rather substantial surveillance system, which included not only
the secret shopper program but also a system of calling bene-
ficiaries. Did you know you signed up for a plan? Do you know ex-
actly what you signed up for? To ensure the beneficiaries under-
stand the choices that they are making.

We also made it very, very clear to insurance companies that we
are not going to tolerate this kind of abuse. In fact, one company,
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we suspended. We had them suspend enrollment and marketing for
the entire period of enrollment and marketing because there were
systematic errors in the way that they were marketing the product,
and it was completely unacceptable.

And there are still additional steps that we are going to take in
the areas of the way that the commission structure works—bene-
ficiaries should not be churned year to year; in the way that the
insurance companies come into contact with the beneficiary; and
then lastly, clarifying our own ability to level civil and monetary
penalties.

Mr. CAMP. Also, if you could comment. Thank you for that an-
swer. By purchasing a Medicare Advantage plan with a cap on
cost-sharing, can beneficiaries protect themselves against cata-
strophic costs? And isn’t that what insurance is about, is protecting
yourself against something that you think might happen but may
not necessarily happen?

Mr. WEEMS. Absolutely. And in fact, that is what this chart
demonstrates, is that beneficiaries can make choices about where
they would like to protect themselves. Even at the very, very long
stays that we have on here, you ask yourself, well, what is the
probability of that? What would cause that?

Well, our experts say that yes, there are some of those very long
stays, and the things that cause them are substantial
comorbidities. You are a very, very ill individual. But even being
very, very ill, using a Medicare Advantage program, you can pro-
tect yourself from some very substantial out-of-pocket costs.

Mr. CAMP. Well, and I think nearly half of Medicare Advantage
beneficiaries are in plans that cap their out-of-pocket costs. And is
that something that is available in traditional Medicare, the ability
to cap catastrophic healthcare costs?

Mr. WEEMS. No. No, it is not available in traditional Medicare.

Mr. CAMP. All right. Thank you. Thank you very much for your
indulgence, Mr. Chairman. I appreciate it.

Chairman STARK. Mr. Kind, would you like to inquire?

Mr. KIND. Thank you, Mr. Chairman. And I want to thank the
witnesses for your testimony today.

This is just an incredibly important issue back home. And Mr.
Weems, I know you cited La Crosse, Wisconsin, which is in the
heart of my congressional district in western Wisconsin, to make
a point on——

Mr. WEEMS. A lovely city.

Mr. KIND. Right. I agree—to make a point on some of the re-
gional differences in payments. And you compared it with Dade
County, Florida.

But when you talk to the providers in western Wisconsin, they
are always extremely frustrated that they are receiving, in their
view, a lower reimbursement rate. And part of that is based on the
efficiency and lower utilization that is taking place there. Yet study
after study after study shows high quality of outcomes in the care
that seniors are receiving under traditional fee-for-service.

And so I am not quite sure the regional differentiation that you
are making in your testimony really applies all that well. It seems
to be you are saying, listen. You got to look at the regional price
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differences in order to explain the overpayments for MA plans
today, and you use La Crosse as an example.

And in order to entice private plans to come into that area, in
essence you have to bribe them above what the fee-for-service pro-
viders are getting in reimbursements. And I am not sure that is
a real accurate apple-to-apple comparison to make under the cir-
cumstances.

My question is, and maybe Mr. Cosgrove, since you are the one
releasing the study today, is what has been frustrating with the
MA plans is the lack of hard data that we have access to. Is there
any way that you can get your hands on quality of outcomes or per-
fox(‘ima‘;lce base with what the MA plans are providing with seniors
today?

*Mr. COSGROVE. There is relatively little information available
on that. Certainly, under Medicare Advantage, plans do have to
submit some things. And I think Mr. Weems mentioned it in his
testimony in terms of satisfaction surveys and a health outcome
survey to cover Part C of beneficiaries. Those surveys tend to meas-
ure very narrow things and not basic quality.

Mr. KIND. What about utilization data? Can we get any informa-
tion at all from the myriad of MA plans out there on what utiliza-
tion is taking place?

Mr. COSGROVE. I am sure MA plans have it. As you know, the
plans that serve rural areas tend to be the private fee-for-service
plans. These plans pay claims just like the traditional program
does, and so they certainly would have the data. They just don’t
have to submit any of that.

Mr. KIND. And that is the rub, isn’t it? I mean, that is really
the crux of the problem here, is that they don’t submit it. And yet
CMS—and I think, Mr. Weems, you are saying in your testimony
that in 2008, MA plans will offer, on average, over $1100 in addi-
tional annual value to seniors that they cannot get under fee-for-
service in the form of cost savings and added benefits.

Mr. WEEMS. Correct.

Mr. KIND. But if we can’t get utilization data, if we don’t know
what type of services are being provided, how can you define value?
How can you make that claim that there is $1100 of additional
value if we are not getting the basic data that we need in order
to calculate the costs?

Mr. WEEMS. Well, Congressman, we are not completely blind to
the utilization. It is in the bid tools. We do audit plans. We do have
some sense of this. Nonetheless, I made a commitment today to the
chairman to provide utilization information on the extra benefits,
and to do that in an expedited way. And we will have a discussion
about the facts.

Mr. KIND. That would be helpful. But I was astounded to hear
your response to Mr. Thompson’s earlier question when he was
asking, what is CMS basing their defense and justification of these
MA plans if you are going to choose to ignore GAO information,
choose to ignore CBO information, choose to ignore MedPAC infor-
mation, and your response was, well, it is all about choice.

That is a philosophy, but it is not based on hard data. And that
is really what I think we are scrabbling to get our hands on right
now, is these reporting requirements that should be in place so we
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can go into these plans and find out what is being offered. What
are the true cost savings, if any, to the customers? What is the
value that they are receiving? The utilization that is taking place?
And ultimately, I believe that we have got to move to an outcomes-
based type of reimbursement system as quickly as possible so we
are rewarding the outcomes, the quality of services being provided,
and also the efficiency in which it is being provided.

And we are not getting that from the MA plans. Choice is great
in a theoretical world. But when you have got a 70-year-old senior
having to compare over 70 different plans in the State of Wisconsin
that are continually shifting on them, whether it is copays or pre-
miums, they are not the ones wrapping their arms about this whole
choice philosophy. It is incredibly complicated. They are subject to
marketing tactics that are unfair and it is taking advantage to
them. And we need to tighten this up.

And it is also astounding to me that we have an administration
willing to take a whack in their proposed budget with the providers
across the country, and they don’t look for one dollar of savings
with these MA plans in the budget that was just sent up.

And Mr. Camp, I congratulate you for at least sitting here during
this hearing. Where is the rest of the dais on your side? We are
having, I think, a very important hearing on the state of MA plans,
and yet there is no one on the Republican side other than yourself
showing up to question the validity of it and whether the taxpayers
are getting our dollars’ worth through these plans.

And yet over $170 billion of proposed cuts with healthcare pro-
viders—well, and I know he is campaigning hard

Chairman STARK. One of them is running for the Senate in Wis-
consin. You had better watch your step.

Mr. KIND. That is right. That is right. But I am only reflecting
the frustration that I am hearing back home from the providers,
from the seniors, those who are in the plans right now, and for us
as policy-makers. And we are trying to make some policy deter-
minations, and we lack the hard data that I think is necessary. So
hopefully, with CMS’s cooperation, we are going to be able to do a
better job in the future.

Thank you, Mr. Chair.

Chairman STARK. I would like to recognize Mr. Emanuel. And
if T could get our witnesses, we will have a couple of votes at about
11:15, and we will come back after those votes and allow the other
members to inquire, if I can impose—presume on the witnesses to
stick around for a few minutes while we vote.

Mr. Emanuel?

Mr. EMANUEL. I will try to be quick so maybe one of our other
colleagues can get in before the votes are called.

I didn’t expect you guys or anybody in the audience to see this,
but the other day we had a debate among four Democrats and four
Republicans over at George Washington University. And the con-
gressman, Mr. Chairman, that you referred to from Wisconsin did
acknowledge at the debate that he would take seriously and look—
I think I am quoting him accurately; Paul said this, in fact—that
he would look seriously at taking—that we shouldn’t be 125 per-
cent of fee-for-service as long as it didn’t go into expanding cov-
erage but dealt with the short fan of Medicare.
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And when you get out of here and get out of posturing, he was
honest about, you shouldn’t be paying 120 percent. I mean, there
is a reason this is called Medicare Advantage. It is a real advan-
tage for the HMOs. There is just no doubt about it.

And this is a ideology trumping good judgment. Everybody al-
ways tells us government should do what business does. So here
you got a case where you could save on money, but we are sup-
posed to pay 120 percent. And I happen to have been there in the
1990s in the White House when the HMOs said they could deliver
it for 95 percent of fee-for-service because they could do a better
job of managing costs. So we are getting the same service now for
120 percent of fee-for-service.

There were some mistakes made in the 1990s, no doubt. But the
notion that we are going to try to figure out how to deal with the
trust fund, but something everybody independent analyzed says
that could save $50 billion over five years, $150 billion over ten
years, that is off the table, you are never going to get an honest
discussion of everybody some skin in the game and putting some-
thing on the table.

You cannot have a serious discussion about Medicare’s trust fund
if the elephant in the room is not going to be discussed. And it is
not the only elephant; we have got to look honestly at how we pay
fee-for-service, whether there should be more flexibility. Some of
the things the administration is pointing to are worth looking at.
They are not going to be wholesale thrown out.

But the notion that this big item that you are overpaying for
can’t be looked at on the start gate means that you are never going
to have a serious discussion and it is just going to be political. And
at some point, ideology cannot trump good judgment. It just can’t.

And if you did it all on HMO, Peter Orszag and others have ac-
knowledged it would add three years to the trust fund. Three
years. That is something that has to carry the whole burden here.
But the notion that you would start off by saying, this can’t be part
of any solution, is ridiculous. It doesn’t hold up. And people know
it.

And that means every other good recommendation from the ad-
ministration won’t be considered. You have tainted it because you
basically have said ideology and politics and partisanship trump
getting a good judgment and a good result. And that is unfortunate
for all the other good decisions you have made in some of the rec-
ommendations because they won’t get a fair hearing. You have hurt
yourself that way.

Second is, as Orszag testified in this committee the other day, we
don’t know what is in these plans and whether we are getting our
money’s worth. It is just like a blank check, something my kids
would like to have. We wouldn’t do that.

And you can’t keep treating taxpayers as dumb money. You can’t
ask them to pay 120 percent for what you can get for 100 percent.
You know, I spent a short time on Wall Street, and when people
would make investments like that, you would call them dumb
money.

So my recommendation is: Let’s everybody put their cards on the
table. There are good recommendations in the administration’s pro-
posal that are worth looking at. But if you start off by saying, we
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won’t look at this and that is an absolute, that means every other
judgment you have made won’t get a fair hearing, and you have
hurt the cause of trying to look at what does it take to deal with
the Medicare trust fund insolvency.

Thank you, Mr. Chairman. I hope I have left some time for my
colleagues.

Chairman STARK. Ms. Schwartz, would you like to inquire?

Ms. SCHWARTZ. Yes. Thank you, Mr. Chairman. I really appre-
ciate your courtesy in allowing me to ask a question or two.

And I appreciate following up on my colleagues. I think they
have made it very clear, and I agree with them, that we are tax-
payers, and actually 80 percent of beneficiaries under Medicare are
paying more in order to give 20 percent of Medicare beneficiaries
choice. You made that very clear.

The issue is we don’t really know that they are getting more
services. You can’t tell us that. You can’t really tell us whether
they are actually having any improved outcomes. We have no idea.
You are going to try and get us that data; that would be useful.

But the point was made that maybe—and Mr. Camp said this—
that maybe we really haven’t looked at real people here, that
maybe real people are getting benefits and we just don’t know it,
but they are getting some additional benefits. They are happier be-
cause they have choice. I think when we talk about healthcare, we
ought to make sure that they are healthier also.

But I want to talk about a particular experience in southeastern
Pennsylvania in my district. One of the things that we have seen
in the last year is really an incredible growth in the Medicare Ad-
vantage Private fee-for-service. That has been the strongest grow-
ing effort. I know the discussion was it was supposed to really be
in rural areas; I don’t represent a rural area. It is an urban/subur-
ban area. We have seen an increase of—we went, actually, from in
Pennsylvania totally, 24,000 in just the fee-for-service plan to al-
most 50,000 people in the last year. In my own district, we have
gone from 1,000 to almost 4,000 beneficiaries.

Now, if you can say that they are actually getting more services,
they are healthier, maybe we would be able to feel better about
this. But what I want to tell you is that three of the major hospital
systems in the Philadelphia area have decided to no longer accept
the Medicare Advantage fee-for-service patients. Theoretically ex-
panding choice; in fact, as is pointed out, we are seeing a denial
of fewer hospitals taking it. These are not just hospitals here; they
are really these health systems.

And they say the reasons that they are doing that are manyfold.
But one of the principal reasons is that the beneficiaries and the
providers do not know, when they refer to physicians, whether in
fact those physicians will be covered. So there is greater—they
don’t know. They have no way of getting that information. The
beneficiaries don’t. The hospitals don’t. So they make referrals, and
they have no idea whether this is going to be an appropriate refer-
ral or not. They may show up at that physician’s office, get the
services, and have to pay 100 percent out of pocket.

So I ask this question because we are paying 20 percent more on
average for these patients.

Mr. WEEMS. No.
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Ms. SCHWARTZ. Well, I can tell you, in Pennsylvania the pri-
vate fee-for-service plan in my district are paid, on average, 18 per-
cent more than it costs to provide actually the same services to
Medicare beneficiaries. That is the numbers we have. This is in
southeastern Pennsylvania in my district. So we are paying 18 per-
cent more, and people are going to see less care. They are seeing
it already. And they are actually not getting the information to be
able to make choices, and nor are their providers.

So this seems to me not just a bad idea but a disaster. So how
do you defend that? How can you justify that as either good public
policy or good healthcare, good outcomes, or anything that is posi-
tive? And some way we are going to fix this.

Mr. WEEMS. Thank you for the question. The first thing is, we
know that—I would have to look at the private fee-for-service pro-
grams in your area. But for the most part, many provide protection
against very high out-of-pocket costs. That is a protection that peo-
ple get as a matter of insurance.

Now, it is true that providers don’t have to accept private fee-for-
service. And if it turns out that providers in that area aren’t doing
that, then people are going to leave those programs and go into
products that are going to be much better for them. The plans have
considerable outreach into the community.

Ms. SCHWARTZ. So how quickly can they make that change?
Not quickly. Next year.

Mr. WEEMS. Next year.

Ms. SCHWARTZ. Right. So for a year, they may actually have
no access to care.

Mr. WEEMS. Not no access to care. They may

Ms. SCHWARTZ. Or possibly, if the hospital and the providers
are not accepting it. They are stuck in a plan that has higher costs
and no access to care. But they have choice.

Mr. WEEMS. I wouldn’t suggest that it is even higher cost. They
may be in a plan that has lower costs, and they

Ms. SCHWARTZ. But it is theoretically possible they are in a
higher cost?

Mr. WEEMS. Many things are theoretically

Ms. SCHWARTZ. If they need more outpatient, for example,
than hospital care, it could be higher cost for them during that
year. And they could not change for a year.

Mr. WEEMS. Depending on which plan they chose. That is the
nature of insurance, yes.

Ms. SCHWARTZ. Well, it is a very different ideology to say that
we are moving this to a private insurance model rather than one
where we are looking at for seniors, and we have said to seniors
under Medicare, that we are going to help ensure that they have
access to healthcare.

We would like it to be quality healthcare. We would like it to be
cost-efficient. Right? And we think the taxpayers shouldn’t have to
pay more for less. But you are saying as long as they have choices,
if they have made a bad choice, too bad. This is an insurance
model.

Mr. WEEMS. Well, in many cases, the regular Medicare program
may not be their best choice.

Ms. SCHWARTZ. It may not be. But the——
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Mr. WEEMS. In which case it is just too bad there, too.

Ms. SCHWARTZ. Well let me add, and I will give back to the
Chairman, but the idea here is not to say—I don’t think any of us
are saying, let’s limit this to one option. We have never said that.
We have talked about 11 Medigap plans. We have talked about the
fact that even under Medicare Advantage, if we were paying the
same and getting more benefits and people are getting better out-
comes, it may even be worth paying more, although I think there
is a lack of justification for why just some people should get that
and not all.

But we are not talking about an either/or here. We are talking
about better oversight. Accountability. Right? Knowing what we
are doing. Making sure we are getting what we should for our tax-
payer dollars. And that Medicare recipients are not actually dis-
advantaged by this rather than advantaged.

So it is simply not good enough to say, wait a minute. If we ask
hard questions, you are going to say, well, then, we won’t do any
of it? That is not an acceptable answer.

Mr. WEEMS. If you are talking about reducing the payments,
you are talking about an either/or situation in many parts of this
country.

Chairman STARK. I want to try, if the gentlelady will yield, to
let Dr. McDermott inquire——

Ms. SCHWARTZ. Thank you, Mr. Chairman, and thank you for
your indulgence.

Chairman Stark.—before the votes ring down. Dr. McDermott?

Dr. MCDERMOTT. Thank you, Mr. Chairman. I appreciate your
taking the time. And I just have a couple of questions.

My understanding from your report is that Medicare Advantage
has a loss ratio of an average of 87 percent. Is that correct?

Mr. COSGROVE. That is correct, yes.

Dr. MCDERMOTT. And on the other hand, Medicare has a loss
ratio of 98 percent. That is, 2 percent is going for administration,
98 percent going for benefits.

Mr. COSGROVE. According to the trustees, yes.

Dr. MCDERMOTT. According to the trustees. Do you trust the
trustees?

Mr. COSGROVE. Absolutely.

Dr. MCDERMOTT. So where does this 11 percent go, or where
does it come from, or how does it occur? I mean, we are paying in-
surance companies, and they are giving less care. They are taking
11 percent somewhere. Where does it go?

Mr. COSGROVE. Well, plans obviously have expenses that the
traditional program doesn’t have. Marketing expense

Dr. MCDERMOTT. Like what? I mean, what is the benefit to the
patient for those costs?

Mr. COSGROVE. Well, marketing expenses would be—but that
is not a benefit to the patient.

Dr. MCDERMOTT. Well, you know, my mother is now dead. But
I used to get about one a month of an advertising campaign for
somebody, which I don’t think did much for a 96-year-old woman.
I really think—the thing that really puzzles me is that a third of
those plans, as I understand it, have loss ratios less than 85 per-
cent.
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Mr. COSGROVE. That is correct.

Dr. MCDERMOTT. Can you give us the names of those?

Mr. COSGROVE. In discussions with CMS, CMS obviously con-
siders these data proprietary and very sensitive. So no, what
we——

Dr. MCDERMOTT. This is taxpayer money. What do you mean,
proprietary? You mean the Congress can’t know who is ripping old
people off? We can’t look at the data? Is that what you are telling
us?

Mr. COSGROVE. Mr. Weems has the data, and it would be up
to him to share it.

Dr. MCDERMOTT. It is up to CMS to give it to us. Is that right?

Mr. COSGROVE. They are the owners of the data. They shared
it with GAO, and they gave it to us with some restrictions as to
how we could report it.

Dr. MCDERMOTT. And on what basis, then, Mr. Weems, do
you—how do you hold this data back?

Mr. WEEMS. These data are proprietary and may affect the com-
petitive nature of the firms.

Chairman STARK. Is there any reason we couldn’t see them in
camera?

Mr. WEEMS. I believe we could make it available under those
circumstances, sir.

Dr. MCDERMOTT. You believe we could. Is that a yes or a no?

Chairman STARK. It probably is a yes.

Mr. WEEMS. Yes. The answer is yes.

Dr. MCDERMOTT. So we got an actual yes out of you.

Chairman STARK. But you can’t talk about it, now.

Dr. MCDERMOTT. Well, it is secret. That is right. Then we
would be liable for suit. Is that right, if we talked about the data?

Mr. WEEMS. I am not an attorney. I couldn’t say.

Dr. MCDERMOTT. See, the problem here is

Chairman STARK. If you gave it to the New York Times, maybe
you would.

Dr. MCDERMOTT. I know some guys at the New York Times.
The fact is that we are—I admit I am a single payer advocate. I
believe that a single payor system like Medicare is the way to go.
And you are not giving me any reason—Mr. Kind asked on the
basis of outcomes, which is what healthcare is supposed to be
about. If you have healthcare, you are supposed to live longer than
people who don’t have outcomes.

So we have this Medicare Advantage. We pay them all this extra
money. They should be getting better outcomes. But you have no
data to prove that. All you have is 11 percent that is going into
marketing and profits for insurance companies, I guess. I don’t
know where else it is going.

Mr. WEEMS. Congressman, through HEDIS data we do have
outcome data, data that we don’t have for the fee-for-service side.

Dr. MCDERMOTT. And can you share that data with us?

Mr. WEEMS. Of course we can. Absolutely.

Dr. MCDERMOTT. That is not proprietary?

Mr. WEEMS. No.

Dr. MCDERMOTT. I think the committee ought to be provided,
Mr. Chairman, with that information so that we can actually look
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at the proof that the Medicare Advantage program does any good
for the heart of senior citizens because that is what this is really
all about. It is not about choice and it is not—my mother didn’t
want choice at 97. She just wanted to know she could call up the
doctor and go see him when she was sick.

Chairman STARK. Would the gentleman yield?

Dr. MCDERMOTT. Yes.

Chairman STARK. If you leave out dollars, copays, I don’t
think—and I would ask Mr. Weems—I don’t think there is a plan
in the country that has more choice of physicians and hospitals
than Medicare. How many hospitals do you know that aren’t in
Medicare?

Mr. WEEMS. Very few.

Chairman STARK. How many doctors are not in Medicare? Not
many. So, I mean, when you talk choice

Mr. WEEMS. Well, that is one kind of choice, yes.

Chairman STARK. Yes, it is. But it is

Dr. MCDERMOTT. It is the only choice that matters, Mr. Chair-
man.

Mr. WEEMS. Now, catastrophic costs matter, too.

Chairman STARK. Now, they may be limited by cost. That is a
question, certainly. But on the other hand, some of the plans limit
them by not recognizing the doctor—not having the doctor in the
plan.

So in defending the plan that Mr. Weems runs so well called
Medicare——

Dr. MCDERMOTT. Yes. We like that one.

Chairman Stark.—I would like to point out that he offers, what,
80 percent of us Medicare beneficiaries broad choice.

Mr. WEEMS. Well, we offer it to 100 percent.

Chairman STARK. Thank you very much for——

Mr. WEEMS. We offer it to 100 percent. Eighty percent take us
up on the offer, sir.

Dr. MCDERMOTT. Both Mr. Stark and I are taking you up on
it, and we enjoy it.

Chairman STARK. I want to thank—you can stay here after the
vote ends, Doctor. But I am going to thank Mr. Cosgrove and Mr.
Weems for their patience, their indulgence, their forthcoming testi-
mony. We will have you back. I want to discuss this some more.
And we will excuse you gentlemen, and thank you very much.

We will recess for approximately 15 minutes until we finish these
votes. And if the second panel wants to come on up to the witness
table or get a cup of coffee, we will be back and continue the hear-
ing. Thank you.

[Recess.]

Chairman STARK. The committee will resume, and with apolo-
gies to the panel, who waited so patiently while Mr. Camp and I
named three post offices after deserving citizens. And we can get
back now to the important matters at hand.

We are privileged to have with us Dr. Byron Thames, who is a
member of the board of directors of the AARP from Orlando, Flor-
ida; Mr. Mattes—do I pronounce that——

Mr. MATTES. Mattes.
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Chairman STARK. Mr. James Mattes, who is president and CEO
of the Grande Rhode or Rhode

Mr. MATTES. Grande Ronde.

Chairman Stark.—Grande Ronde Hospital of La Grande, Oregon;
Mr. David Lipschutz, who is interim president and CEO of the
California Health Advocates in Los Angeles; and Dr. Daniel C.
Lyons who is senior vice president, government programs, of the
Independence Blue Cross in Philadelphia, Pennsylvania.

I will ask you gentlemen if you would like to proceed in the order
that I recognized you. And without objection, all of your prepared
testimony will appear in the record. And if you would like to ex-
pand on it or enlighten us in any way, and then we can further
get information during our inquiry.

Dr. Thames?

STATEMENT OF BYRON THAMES, M.D., MEMBER, BOARD OF DI-
RECTORS, AMERICAN ASSOCIATION OF RETIRED PERSONS,
ORLANDO, FLORIDA

Dr. THAMES. Thank you, Mr. Chairman, members of the com-
mittee. I am Byron Thames, a physician member of the board of
directors of AARP. We thank you for the opportunity to present
AARP’s views on the Medicare Advantage program.

Let me begin by reaffirming a core principle. AARP is committed
to the Medicare program. It is a vital component of financial retire-
ment security for older Americans and many with disabilities.

I also want to reiterate our support for Medicare Advantage. We
believe it is important for people on Medicare to have genuine
choices of how they receive services. To this end, beginning this
year, most of United Health Care’s coordinated care Medicare Ad-
vantage plans will carry the AARP name.

We emphatically believe choices must be genuine. Options should
differ from one another and each offer high quality services. AARP
believes that MA coordinated care plans hold the promise of im-
proving the quality of care.

We are less sanguine about the private fee-for-service option. We
did not support its inclusion in Medicare because, one, these plans
are not required to coordinate care for their enrollees or participate
in quality improvement activities, two key requirements for other
MA options. And two, these plans can set their own fee schedules
and are not subject to Medicare’s important balanced billing rules.

In addition, the marketing of these plans is fundamentally con-
fusing to many beneficiaries. Just last week AARP was contacted
by an anxious member. The hospital where her husband was sched-
uled for surgery would not accept his coverage once they learned
that he was enrolled in a private fee-for-service plan.

This member didn’t realize that the plan she enrolled in was not
a supplement to traditional Medicare. She believed that she would
still be able to freely choose doctors and hospitals. The marketing
materials did not make the difference between traditional Medicare
and the private fee-for-service plan clear.

There are numerous reports of fraudulent marketing where bene-
ficiaries have received inaccurate or misleading information about
private fee-for-service plans. AARP urges action that will put a
stop to these practices once and for all.
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We commend CMS for the steps it took last summer to curtail
questionable tactics, but further steps are needed. My written
statement includes specific recommendations intended to improve
consumer protections in the Medicare Advantage market.

AARP also believes that Medicare Advantage plans should coex-
ist with the traditional program on an equal footing. Currently,
payment rates are, on average, skewed in favor of MA plans. This
does not make economic sense for the program or for the people in
traditional Medicare, who pay higher premiums for benefits they do
not enjoy.

MedPAC reports that, on average, payments to private fee-for-
service plans exceed payments in the traditional program by 17
percent. We see no justification for the substantial excess pay-
ments.

Furthermore, because private fee-for-service plans are not re-
quired to coordinate care or participate in quality improvement ac-
tivities, we question what value these plans bring to Medicare. It
is not unreasonable to expect coordinated care plans to operate effi-
ciently.

We know that many beneficiaries appreciate the extra benefits
and most cost-sharing that some MA plans offer. But these advan-
tages should derive from savings from high quality care, elimi-
nating waste and needless care, and cost-effective plan operation,
not from Medicare excess payments that favor only the 20 percent
of beneficiaries who have elected MA enrollment.

AARP strongly concurs with the MedPAC recommendation of
payment neutrality for all Medicare coverage options. Payments
can be reduced gradually, without undermining beneficiaries’ con-
fidence in MA.

In summary, it is fair and reasonable for Medicare Advantage
plans to bring real value to Medicare by providing high quality,
cost-effective, and efficient care. We look forward to working with
you and your colleagues on both sides of the aisle on policies that
improve the options offered to Medicare beneficiaries. Thank you,
Mr. Chairman.

[The statement of Byron Thames follows:]

Statement of Byron Thames, M.D., Member, Board of
Directors, American Association of Retired Persons,
Orlando, Florida

Mr. Chairman and members of the Committee I am Byron Thames, a member of
the AARP Board of Directors. AARP appreciates the opportunity to present our
views on the Medicare Advantage program.

Let me begin by reaffirming a core principle: AARP is committed to the Medicare
program and believes it is essential that Congress continue to strengthen and im-
prove Medicare for current and future beneficiaries. Medicare is a vital component
of financial security for older Americans and many with disabilities, and we must
ensure that the program continues to remain a viable and responsive part of retire-
ment security for all Americans.

I also want to reiterate our support for the Medicare Advantage program. We be-
lieve that it is important for people on Medicare to have genuine choices when it
comes to how they receive Medicare benefits. To this end, beginning this year most
of UnitedHealthcare’s coordinated care Medicare Advantage plans will carry the
AARP name.

However, while we support a choice of coverage options, we emphatically believe
that the choices must be genuine, that the options differ from one another and, most
importantly, that each option offers high quality services.
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AARP believes that MA options in Medicare have the potential to bring real value
to the program. The coordinated care plans available through Medicare Advantage
in the form of health maintenance organizations (HMOs) and preferred provider or-
ganizations (PPOs) hold the promise of offering innovations in care delivery that can
improve the quality of care as well generate savings. We know that many of our
members enjoy the opportunity for care coordination available through integrated
health plans, and we recognize that these types of plans can marshal resources to
provide comprehensive care.

Private Fee for Service Not a Good Option for Medicare

We are less sanguine about the private fee-for-service (PFFS) option and did not
support its inclusion as a Medicare coverage option. AARP does not support PFFS
for several reasons. PFFS plans are not required to coordinate care for their enroll-
ees or participate in quality improvement activities—two key requirements for other
MA options. Further, PFFS plans can set their own fee schedules—not subject to
Medicare’s important balance billing rules. And PFFS plans are not required to offer
Part D prescription drug coverage.

PFFS plans are also fundamentally confusing to beneficiaries. A PFFS plan ap-
pears to resemble the traditional Medicare program because enrollees can theoreti-
cally choose their providers. But this is not really the case. Enrollees cannot know
in advance whether the doctors or hospitals they want to use will accept payment
from a PFFS plan. Just last week, AARP was contacted by an anxious member who
found that the teaching hospital where her husband was scheduled for surgery
would not accept his coverage once they learned that he was enrolled in a PFFS
plan. In talking to our member, it was quite clear that when she enrolled in her
PFFS plan, she did not realize that this was not a supplement to traditional Medi-
care as she had purchased in the past. She believed that she would still be able
to freely choose doctors and hospitals. She was confused by the apparent similarity
between PFFS and the traditional Medicare plan because the marketing materials
upon which she relied did not make the difference clear.

Unscrupulous Marketing Tactics Must Be Stopped

There is abundant research, including studies that were commissioned by AARP’s
Public Policy Institute, that demonstrate that Medicare beneficiaries do not have an
adequate understanding of the differences among Medicare’s coverage options. A re-
cent study by investigators at the Research Triangle Institute concluded that an in-
creased number of plan choices complicate the health plan decision making process
for beneficiaries. This often leaves some beneficiaries vulnerable to questionable
marketing practices. Here again, PFFS plans are often a problem. State regulators
and beneficiary advocates have reported numerous incidents of fraudulent mar-
keting where beneficiaries have received inaccurate or misleading information about
PFF'S benefits and charges. Some of the marketing problems did occur in other MA
plans as well. State regulators have expressed frustration that they are not able to
pursue these incidents. AARP urges action that will put a stop to these practices
once and for all.

We commend CMS for the steps it took last summer in its effort to curtail ques-
tionable tactics used to move beneficiaries into MA plans. But we think further
steps are needed. In testimony before the Medicare Private Plans SubGroup of the
National Association of Insurance Commissioners in September, 2007, AARP made
several recommendations intended to improve consumer protections in the MA mar-
ket. These include:

¢ Outbound education and verification calls should be made to all new enrollees
in Medicare private plans to ensure that beneficiaries understand plan rules.
These rules should apply to PFFS as well as other MA options.

¢ CMS should develop a mandatory national standardized Medicare training pro-
gram for all agents who sell Medicare products. All such representatives should
be required to pass a written test, based on standardized training, that dem-
onstrates their thorough familiarity with Medicare and Medicare products (MA,
PDP, Medigap) and how Medicare interacts with other coverage such as Med-
icaid, retiree health, VA, etc.

¢ NAIC should develop model regulations, setting standards for agent conduct,
and defining prohibited activities with respect to the sales and marketing of MA
plans. CMS and the States should adopt these regulations, which would allow
both the State and Federal Governments to enforce them. The guidelines should
include standard timelines for CMS and the States to render decisions.

¢ CMS and/or NAIC should continue “secret shopper” programs to determine
whether their rules are followed by agents and plans.
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* CMS, together with the States and the NAIC, should create a national database
to provide and share information about agents and brokers who have been sanc-
tioned or terminated by a health plan and for use in screening agents.

e The financial incentives or commissions that individual brokers receive based
on the type of product they sell (e.g., MA, PDP, etc) should be publicly disclosed
on the CMS website and presented to a beneficiary before enrollment. A bene-
ficiary should have the right to know if an agent has a financial incentive to
recommend one product over another.

¢ The same marketing and enrollment requirements should apply to all MA
plans. PFFS should not have an unfair advantage in the marketplace, such as
the extended open enrollment period that they now enjoy.

» Special consideration should be given to the marketing of PFFS plans to dual
eligibles. There have been widespread reports of dual eligibles who did not un-
derstand the consequences of their decision to join a PFFS plan and have lost
important Medicaid benefits. Because of the special enrollment rules for dual
elggibles (i.e., they can enroll on a monthly basis), they have been targets of
abuse.

¢ CMS and the States should vigorously enforce guaranteed issue protections that
apply when agents misrepresent MA plans. Consumers who disenroll from an
MA plan who wish to enroll in traditional Medicare within a certain period of
time should have the opportunity to purchase Medigap. If someone had a
Medigap policy other than one of the guarantee issue plans, he/she should be
allowed to return to it with no break in coverage, and retroactively pay pre-
miums for the elapsed period.

Improvements Needed In Medicare’s Payment of MA Plans

As noted earlier, AARP supports MA plans in the Medicare program. But we
think they should co-exist with the traditional program on an equal footing. Cur-
rently, payment rates are, on average, skewed in favor of MA plans. This does not
make economic sense for the Medicare program, nor is it fair to people on Medicare
who opt for coverage in the traditional plan. The payment discrepancy between tra-
ditional Medicare and PFFS plans is particularly troublesome. The Medicare Pay-
ment Advisory Commission (MedPAC) reports that, on average, payments to PFFS
plans exceed those Medicare makes on behalf of beneficiaries in the traditional pro-
gram by 17 percent. The Commission cites two reasons: first, insurers offering PFFS
plans tend to operate where payment rates are especially favorable, notably subur-
ban and rural areas; and second, because their bids are relatively high, signaling
more costly operations than those of HMOs, for example. In light of the fact that
PFFS plans are not required to coordinate care for their enrollees and are not re-
quired to participate in quality improvement activities, such as reporting HEDIS
quality data, we question what value these plans provide to Medicare. Furthermore,
we see no justification for the substantial excess payments.

HMOs were first introduced to Medicare because it was widely assumed from the
experience of pre-paid group practice plans like Kaiser, Group Health Cooperative
of Puget Sound, and others that by receiving a capitated payment, plans could over-
see and manage care and operate efficiently. In fact, in the early days of the pro-
gram, it was expected that private health plans would be able to operate with at
least 5 percent less in payment than traditional Medicare. AARP believes that it is
still not unreasonable to expect coordinated care plans to operate efficiently and cost
effectively. We know that many beneficiaries appreciate some extra benefits and
modest cost-sharing that many MA plans offer. But we believe that these advan-
tages should derive from savings that accrue from high quality care, eliminating
waste and needless care, and cost effective plan operation—not from Medicare ex-
cess payments that favor only the 20 percent of beneficiaries who have elected MA
enrollment.

As a policy matter, AARP strongly concurs with the MedPAC recommendation of
payment neutrality for all Medicare coverage options. To rectify the situation excess
payments can be reduced gradually without undermining beneficiaries’ confidence in
MA, and without causing plans to precipitously withdraw from Medicare or dis-
locating or inconveniencing beneficiaries.

In summary, AARP continues to support plan choices that include MA plans.
However, we are convinced that it is fair and reasonable for these plans—particu-
larly PFFS plans—to demonstrate that they bring real value to Medicare by dem-
onstrating measurable advantages in the form of high quality and cost-effective and
efficient care. We look forward to working with you and your colleagues on both
?ides of the aisle on policies that improve the options offered to Medicare bene-
iciaries.
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Chairman STARK. Thank you, Doctor.
Mr. Mattes?

STATEMENT OF JAMES A. MATTES, PRESIDENT AND CEO,
GRANDE RONDE HOSPITAL, LA GRANDE, OREGON

Mr. MATTES. Good morning, Mr. Chairman and members of the
subcommittee. Thank you for inviting me here today to tell the
story of our hospital’s experience with Medicare Advantage plans.

Grande Ronde Hospital is a community-owned, not-for-profit, 25-
bed critical access hospital. We are located in the beautiful Blue
Mountains of northeast Oregon in remote, rural, and isolated
Union County.

The closest tertiary facilities are located over mountain passes in
Boise, Idaho, 177 miles to the east, and Portland, Oregon, 259
miles to the west. The three closest hospitals are an hour or more
away, providing the weather is good. Travel during the winter
months is treacherous, and a normal winter storm can shut down
the highways for hours.

My priority first concern is for the people we care for in our hos-
pital. A large number of seniors who have enrolled in Medicare Ad-
vantage plans, about one-quarter by our count, do not realize they
have opted out of traditional Medicare. The senior citizens and pro-
viders of Union County are overwhelmed with 21 Medicare Advan-
tage plans. We routinely counsel and assist confused and frustrated
beneficiaries, many of whom thought they were signing up for a
Medicare supplement, drug benefits, or some other supplemental
coverage.

Our experience with beneficiaries also shows that Medicare Ad-
vantage plans are unresponsive when it comes to resolving prob-
lems or answering routine questions about coverage. Poor customer
service by multiple plans leaves my staff picking up the slack in
helping seniors to resolve claim and coverage issues. This means
my hospital is effectively helping foot the bill for these plans, while
at the same time they are being paid more than traditional fee-for-
service Medicare.

Also, some senior citizens end up subsidizing Medicare Advan-
tage plans. Several of our sickest and poorest patients, who require
frequent care, end up paying more out of their own pockets because
of daily hospital and home health co-payments. You can imagine
how upset a patient can be when on top of the trauma and anxiety
that an illness or injury can cause, they must pay more out of pock-
et than they had anticipated.

The consumer advisory unit of the Oregon Insurance Division re-
cently issued a consumer alert advising seniors that some unscru-
pulous insurance agents are preying on seniors by using misleading
tactics. Many of the abuses are occurring in the marketing and
selling of Medicare Advantage plans.

One example of such abuse in Union County is a churning of
Medicare plans sold to seniors. Observations on the part of my bill-
ing staff suggest that the majority of Medicare Advantage enrollees
are sold a new plan every year.
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Beneficiaries also are swept into problems created by Medicare
Advantage plans. These plans have unusually high error rates,
which delay the payment of claims and frustrate beneficiaries and
providers.

In a recent routine compliance audit, our facility randomly sam-
pled Medicare Advantage payments and found the insurance car-
rier payment error rate exceeded 38 percent. Our hospital staff
must review every claim for accuracy, and often must spend weeks
or even months making phone calls and writing letters to straight-
en out a patient’s account.

When they do finally decide to pay a claim, they do not pay us
electronically even though the claim was made electronically. Com-
pared to traditional Medicare, it takes roughly three times as long
to receive payment, which compromises provider cash flow.

Mr. Chairman, I want to take a step back for a minute and look
at the impact of Medicare Advantage on providers, and then I will
close. The capitated rates paid to Medicare Advantage carriers in
many rural communities are well above costs. With the mission of
maximizing profits, Medicare Advantage insurance carriers have a
strong incentive to focus their marketing efforts on the most profit-
able regions of the country, which may explain the extraordinary
levels of enrollment in Union County, Oregon.

As enrollment grows in the Medicare Advantage, I am concerned
these carriers will use market leverage to force discounts in pro-
vider payments, which will hurt small and rural hospitals and, ul-
timately, the patients who depend on us for medical care.

Mr. Chairman, I conclude by saying, quite simply, America’s el-
derly and disabled deserve better. Medicare Advantage plans con-
fuse and frustrate them, and poor communications and poor sup-
port leave them feeling abandoned. In many cases, they are unable
to make an informed decision. Beneficiaries often end up bearing
risk without an adequate understanding of whether or not they
may be better off financially if they stayed with traditional Medi-
care.

Rural hospitals and physicians also deserve better. The un-
checked growth of Medicare Advantage plans and their rapid dis-
placement of traditional Medicare is disrupting the healthcare mis-
sion of hospitals and physicians. Medicare Advantage plans under-
pay critical access hospitals in defiance of congressional intent. For
Grande Ronde Hospital, this could soon exceed one million dollars
per year.

To sum up, these plans are hurting rather than helping some
seniors and hospitals, and they are increasing the cost of care for
everyone. Thank you.

[The statement of James A. Mattes follows:]

Statement of Jim Mattes, President and CEO,
Grande Ronde Hospital, La Grande, Oregon

Chairman Stark and distinguished members of the Committee, thank you for in-
viting me here today to share with you Union County, Oregon’s experience with
Medicare Advantage plans. I am Jim Mattes, President and Chief Executive Officer
of Grande Ronde Hospital in La Grande, Oregon, where I have served for the past
24 years.

My testimony draws on my community’s experience and my hospital’s experience
with Medicare Advantage plans in Union County, Oregon. It is my hope that by
sharing our experiences you will be able to see the adverse impact and long term
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consequences Medicare Advantage plans will have on beneficiaries, Critical Access
Hospitals, and the healthcare system.

Union County, Oregon (2000 U.S. Census)

Union County, Oregon has a population of approximately 24,530 people, dispersed
over 2,039 square miles. Per capita income in Union County is $16,907. About 13.8%
of the population is below the poverty line, including 9.5% of the population age 65
and over.

The County seat is La Grande, a small community of 12,327 people. We reside
in the Blue Mountains of Northeast Oregon, a remote rural part of the State, with
4,000+ foot elevation mountain passes in every direction. Travel during the winter
months is treacherous, with winter storms sometimes closing our highways and
making it impossible for people to leave the community.

Grande Ronde Hospital

Grande Ronde Hospital is a community owned, not-for-profit, 25-bed Critical Ac-
cess Hospital (CAH). The closest tertiary facilities are located over mountain passes
in Boise, Idaho (177 miles to the East) and Portland, Oregon (259 miles to the
West). The closest hospitals are St. Elizabeth (42 miles to the East), St. Anthony
(50 miles to the West), and Wallowa Memorial (68 miles to the North). Patients re-
quiring transfer to a larger medical facility must travel two to four hours by ground
ambulance.

In order to sustain access to local medical services, our hospital has recruited and
employed 12 primary care providers (i.e. ten physicians and two nurse practitioners)
who practice in three provider-based clinics which are fully integrated with the hos-
pital. Accordingly, our hospital’s experience with Medicare Advantage plans is am-
plified by the fact that our provider-based clinic revenue is integrated with hospital
revenue, and our hospital-owned clinics currently care for the majority of Medicare
patients in our community.

Medicare Demographics in Union County, Oregon (2000 U.S. Census)

Union County’s age 65 and older population of 3,949 makes up 16.1% of the Coun-
ty’s total population. Insurance agents in La Grande claim to have enrolled approxi-
mately 1,500 of these seniors into Medicare Advantage plans. This currently rep-
resents 38% of the County’s Medicare population. Based on the rapid growth in
Medicare Advantage enrollment in Union County we project that within two years
Medicare Advantage enrollment could be 2,500 or 63% of our Medicare population.
[See EXHIBIT 1: Medicare Enrollee Estimates]

Medicare Advantage Plans are Hurting Union County Seniors

A large number of seniors who have enrolled in Medicare Advantage plans in
Union County do not realize they have opted out of traditional Medicare—a frequent
problem that we estimate occurs with one out of every four Medicare Advantage en-
rollees. At Grande Ronde Hospital, we routinely counsel and assist confused and
frustrated beneficiaries. It is not uncommon to encounter patients who do not real-
ize they have joined a Medicare Advantage plan. They simply thought they were
signing up for a Medicare supplement, Medicare drug benefits or some other form
of additional coverage. Beneficiaries are often upset to learn that they no longer
have traditional Medicare coverage and that the “low cost” plan they opted for could
potentially cost them more out of pocket than traditional Medicare.

Illustration #1: Mr. Johnson (not his real name) pays more out of pocket

Mr. Johnson signed up for the Advantra Freedom Medicare Advantage plan, be-
lieving he had purchased a Medicare supplement and that he still has traditional
Medicare. On December 1st he was admitted to our hospital for 8 days and was dis-
charged on December 9th. On December 15th Mr. Johnson was re-admitted to our
hospital for 5 days and was discharged on December 20th.

Mr. Johnson’s out of pocket expenses are analyzed below.
Cost under Medicare Advantage Plan (Advantra Freedom 5)

* $900.00 First Stay ($180/day 1-5 days)

* $900.00 Second Stay ($180/day 1-5 days)

* $55.00 Monthly Advantage plan premium

* $96.40 Medicare Part B Monthly Premium (paid in addition to Medicare Advan-
tage Plan premium)

TOTAL OUT OF POCKET: $1,951.40
Cost under Traditional Medicare:
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* $1,024.00 Part A Deductible ($1,024.00 every 60 days)
* $96.40 Part B monthly premium
* $120.00 (20% Part B co-pay, since Part B charges total $600.00 for both stays).

TOTAL OUT OF POCKET: $1,240.40

As the information above illustrates, Mr. Johnson paid an additional $711.00 out
of pocket with his Medicare Advantage plan coverage than he would have under tra-
ditional Medicare coverage.

There are eight Medicare Advantage insurance carriers and 21 different plans in
Union County for which our hospital and clinics have treated patients, and there
are reportedly others being sold. [See EXHIBIT 2: Medicare Advantage Plan
Growth; and EXHIBIT 3: Medicare Advantage Plan Options] Too many carriers, too
many plans and too many benefit variables make due diligence comparison difficult
and confusing, especially for the elderly—a setting that is vulnerable to abuse. The
Consumer Advocacy Unit of the Oregon Insurance Division issued a “Consumer
Alert” advising seniors to beware of abusive Medicare insurance sales practices, and
included the following statement in their brochure for seniors: ” . . . some unscru-
pulous insurance agents are preying on seniors by using tactics that are confusing
and misleading. Many of the abuses are occurring in the marketing and selling of
Medicare Advantage plans ... ” One such apparent abuse in Union County is the
annual “churning” of Medicare Advantage plans sold to seniors. Our hospital billing
staff estimates that the majority (more than 50%) of Medicare Advantage enrollees
are sold a new plan each year by insurance agents reportedly going door-to-door.
The churning of plans adds to the confusion and frustration of beneficiaries as they
struggle with knowing which carrier is responsible for which claim.

Anecdotal Story #2: Mr. Jones (not his real name) is unhappy

Mr. Jones comes to the hospital ER admitting for medical treatment and presents
both his Medicare and Medicare Advantage insurance cards. He insists that the
Medicare Advantage plan is his secondary insurance. In an effort to avoid a dispute
over coverage, the admitting clerk enters both plans into the system.

When the billing department receives the patient’s insurance information they re-
alize that the patient cannot have both traditional Medicare and Medicare Advan-
tage coverage, so the patient account representative calls the patient.

Mr. Jones insists that he has both plans—despite all efforts to convince him oth-
erwise. Eventually the patient account representative assures a very upset Mr.
Jones that she will determine which insurance was in effect at the time the services
were rendered and that she will call the patient back. Mr. Jones leaves the hospital
very fearful that he may have lost his traditional Medicare coverage and simply
does not understand what is going on.

The patient account representative calls the insurance carrier. After spending 20
minutes on hold, the call is answered by an individual who struggles with English.
With some difficulty, the patient account representative manages to confirm that
the patient had Medicare Advantage coverage at the time the services were ren-
dered. The patient account representative subsequently calls Medicare to verify that
they have a record of the patient’s Medicare Advantage plan coverage. Medicare has
no record of any other coverage, and reminds the patient account representative
that CMS requires that only beneficiaries may update their records via phone, and
the account representative is not permitted to act on their behalf. Since the patient
is not present to put on the phone, the patient account representative is unable to
verify coverage information.

The patient account representative next contacts the patient and explains the sit-
uation to him, at which point Mr. Jones becomes very upset that he has lost his
Medicare coverage and decides that he wants to terminate his Advantage plan mem-
bership.

After several frustrating calls to the Advantage plan without results, Mr. Jones
brings all his paperwork to the hospital billing department and asks the patient ac-
count representative for help with terminating his Advantage plan coverage. Several
phone calls and 45 minutes later the patient’s Advantage plan coverage was success-
fully terminated and he is again covered by traditional Medicare.

The hospital billing department may now submit the ER bill to the Medicare Ad-
vantage plan for payment. Bills for any services rendered after the date on which
the Medicare Advantage plan is terminated will be billed to traditional Medicare.

As previously noted, Union County is a poor county with 9.5% of its senior popu-
lation below the poverty line. Because of this demographic, Medicare Advantage
plans with reduced deductibles appeal to seniors in our market. Unlike traditional
Medicare, some Medicare Advantage plans impose daily hospital copayments and
daily copayments for home health visits. Sadly, some of our sickest beneficiaries
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who require frequent care end up paying more out of pocket cost than traditional
Medicare.

Medicare Advantage plans also do a poor job of handling enrollee problems with
claim and coverage questions. Insurance agents are not always available to bene-
ficiaries to answer questions and resolve problems after a sale is finalized, and most
of the Medicare Advantage plans operating in Union County have outsourced their
customer service departments to foreign countries. When beneficiaries have a prob-
lem with a claim or want to discontinue their plan, they often have difficulty con-
necting with customer service personnel and routinely experience communication
problems, including difficult language and accent barriers. Poor customer service, as
llustrated in story #2 above, often results in our hospital and clinic employees being
called upon to help seniors resolve claim and coverage issues. In doing so, we are
effectively subsidizing these Medicare Advantage plans.

Medicare Advantage Plans are Hurting Providers in Union County, Oregon

While the focus of my comments relate to beneficiaries, I do want to mention sev-
eral issues that our medical community is now facing with the explosion of Medicare
Advantage plans in our area.

There are two types of Medicare Advantage plans, Preferred Provider Organiza-
tion (PPO) plans and Private Fee-for-Service plans. Both types of plans appear to
have unfair leverage against rural providers. The capitated rates paid to Medicare
Advantage carriers in some areas of the country, particularly in the rural western
United States, are well above costs. With the mission of maximizing profits, Medi-
care Advantage insurance carriers have a strong financial incentive to focus their
marketing efforts on the most profitable regions of the country, resulting in a dis-
proportionate enrollment of rural Medicare beneficiaries. This may help explain the
extraordinary levels of enrollment in Union County, Oregon.

Medicare Advantage PPO plans pursue contractual relationships with providers,
hoping to make them members of a PPO network. Grande Ronde Hospital has only
one Medicare Advantage PPO contract, with negotiated payment rates which are
nearly identical to the rates paid by Private Fee-for-Service plans in Union County.
As with other commercial PPOs with a significant market presence, Grande Ronde
Hospital is concerned that as enrollment grows, Medicare Advantage PPO carriers
will use market leverage to force discounts in payment rates. Discounted payment
rates for services provided to Medicare beneficiaries, hurt small and rural hospitals
and undermine the Critical Access Hospital safety net intended by Congress.

The other seven Medicare Advantage insurance carriers operating in Union Coun-
ty all sell Private Fee-for-Service plans. These carriers have forced Grande Ronde
Hospital into becoming what is called a “deemed” provider. This means that without
signing a contract, our hospital has agreed to accept the plan’s terms and conditions
for a particular plan enrollee for a particular visit or admission, simply by treating
a patient covered by one of these plans. Provider choices with Private Fee-for-Serv-
ice plans are limited as follows: (1) provide the care these patients need and by
doing so become a deemed provider or (2) refuse to provide treatment, but still com-
ply with Emergency Medical Treatment and Active Labor Act (EMTALA) law. If
Grande Ronde Hospital were to refuse to provide treatment, then these patients
would be forced to leave town for their medical care. For the sake of our patients,
the financial welfare of our hospital, and the good of our community we truly have
no choice but to care for these patients. In our isolated rural setting with travel in
and out of the community periodically shut down due to winter storms, a refusal
to provide treatment could have serious consequences.

Medicare Advantage Private Fee-for-Service plans sold in Union County are per-
mitted to operate without a contracted network of providers. These plans are sup-
pose to pay providers what Medicare would have otherwise have paid if the patient
were a traditional Medicare patient. However, for CAH providers whose payments
are “cost-based” under traditional Medicare, Medicare Advantage insurers are pay-
ing us the Medicare interim payment rate (i.e. the prior year cost-to-charge ratio
plus 1%). Medicare Advantage insurers do not provide an inflation adjustment or
a settlement process to reconcile actual costs against the interim rate, such as is
proposed by Representative Ron Kind in the Rural Health Services Preservation
Act. [H.R. 2159: “. . . Although this CAH reimbursement system was enacted by
Congress to preserve access to hospital services for our rural seniors, many CAHs
do not receive payments at these levels today for providing care to beneficiaries en-
rolled in the Medicare Advantage program. H.R. 2159 would ensure that CAHs are
reimbursed at the same levels by private Medicare Advantage plans as they receive
under the traditional Medicare program for inpatient, swing-bed, and outpatient
hospital services.”] Traditional Medicare retrospectively reimburses CAH providers
based on “actual costs” following the conclusion of each fiscal year, with the actual
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cost-to-charge ratio becoming the new interim rate for the subsequent fiscal year.
Medicare Advantage plans do not provide an adjustment for inflation and there is
no look-back (i.e. reconciliation of actual costs against the interim rate) which can
capture any increase in the actual cost-to-charge ratio.

Grande Ronde Hospital’s cost-to-charge ratios have been increasing in each of the
past several years, including a 3.8% increase (i.e. 66.14% to 69.94%) from FY2007
to FY2008. This means Medicare Advantage plans have underpaid us by an amount
equal to 3.8% of patient charges, because there is no inflation adjustment or retro-
spective cost settlement process. [See EXHIBIT 4: Ratio of Cost to Charges] Many
CAH providers have cost-to-charge ratios that are increasing, which typically occurs
when net operating margins are declining. Grande Ronde Hospital’s 3.8% jump in
its cost-to-charge ratio from FY2007 to FY2008 illustrates the significant financial
impact which underpayment by Medicare Advantage plans can have on CAH pro-
viders. [See EXHIBIT 5: Medicare Advantage Plan Revenue; and EXHIBIT 6: Medi-
care Advantage Plan Underpayment Estimates] To this point in time, Grande Ronde
Hospital has been able to absorb these underpayments, but in the future that may
not be true for us or other CAH providers who are impacted by such cuts. It is well
publicized that Medicare Advantage insurance carriers are making big profits be-
cause of the disparity between capitation payments and actual costs. However, few
people know and understand that Medicare Advantage carriers are also making
profits on the backs of small and rural hospitals as they force payment rates on pro-
viders which are below traditional Medicare payment rates. Even my hospital was
caught off guard. It was my preparation for this hearing, over the past two weeks,
that fully brought to light the magnitude of the shocking rise in Medicare Advan-
tage enrollment in Union County and the impact that Medicare Advantage under-
payment is having on my hospital.

Another problem with Medicare Advantage plans is their very high payment error
rates, which adversely impact provider productivity and increase healthcare costs.
In a recent routine compliance audit we randomly sampled Medicare Advantage
payments and found the insurance carrier payment error rate was 38.46%. Our hos-
pital staff must review every claim for accuracy and often must literally spend
weeks or even months of manual follow-up via multiple letters and phone calls to
receive accurate payment for services rendered to beneficiaries.

Poorly developed Medicare Advantage electronic or manual billing and claims
processing systems also adversely impact hospital productivity and increase health-
care costs. All eight of the Medicare Advantage plans in Union County accept elec-
tronic billing, but none of them pay electronically, which appears to be an inten-
tional method of improving Medicare Advantage carrier cash flow at the expense of
providers. At my facility, Medicare Advantage claims are paid on average within 45
days of submission of a clean claim, compared to traditional Medicare where a clean
claim is often paid within 14 days of submission. This has caused a 6.65% increase
g,e. $292,417) in Medicare accounts receivable, and it has compromised our cash

ow.

Anecdotal Story #3: Hospital billing problems with Mr. Smith (not his real name)

Mr. Smith is admitted to the hospital on December 25, and is an inpatient until
January 4th. When Mr. Smith presented to the admitting department he provided
his “Secure Horizons” Medicare Advantage card.

After discharge the hospital billing department submitted Mr. Smith’s bill to Se-
cure Horizons. Forty-five (45) days after claim submission, a denial is received via
U.S. mail. The denial states “beneficiary not covered on these dates of service”.

The patient account representative phones the patient and notifies him of the de-
nial and questions his coverage dates. The patient explains that effective January
1 he has a new Medicare Advantage plan with “Today’s Options”. The hospital biller
must now “split bill” this service, sending the bill for the first portion of the pa-
tient’s stay to Secure Horizons, and the bill for dates of service after January 1 to
the Today’s Options. Each of the bills are subsequently paid 45 days after submis-
sion, a total of 90 days in accounts receivable from date of discharge to final pay-
ment.

Had the Medicare Advantage plan been subject to the same electronic payment
rules as Medicare, the original claim denial would have been received 14 days after
claim submission, and both claims would have been paid in full (provided there were
no other errors) roughly 28 days after the first claim submission. [Total days for
payment: Medicare Advantage vs. Traditional Medicare (90 days vs. 28 days).]

Inefficiencies and increased workload caused by Medicare Advantage plans has re-
quired significant additional man hours from billing and collection staff, accounting
and administration. Our costs have increased in response to all of the following: as-
sisting the elderly with their complaints, plans, benefits and claims; managing 21
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plans in addition to traditional Medicare, which sometimes require split billing; re-
solving frequent payment errors; and managing their slow payment practices. You
may be surprised to learn that the additional payroll expense caused by Medicare
Advantage plans are allowable costs on the traditional Medicare cost report for CAH
hospitals, which means that Medicare is unwittingly subsidizing Medicare Advan-
tage plans through the back door. Unfortunately for us, Medicare only reimburses
each hospital based on the ratio of Medicare volume to total volume and the major-
ity of these added costs must be shifted to other carriers or subtracted from the hos-
pital’s bottom line.

SUMMARY

Senior citizens deserve better. They are confused and frustrated by the many ben-
efit packages offered by Medicare Advantage plans; the elderly are often unable to
resolve problems and make informed decisions because of poor plan communications
and plan support; and some Medicare beneficiaries would be better off financially
if they stayed with traditional Medicare. Medicare Advantage plans are structured
so that enrollees are taking risk, but without an adequate understanding of the risk
they are taking. Congress needs to assure that seniors are well-informed, decision
making is made simple, and risks are mitigated.

Rural hospitals and physicians also deserve better. The frightening growth of
Medicare Advantage plans and their rapid displacement of traditional Medicare are
having an adverse impact on our local healthcare system. Medicare Advantage plans
appear to have unfair leverage against small and rural communities where costs are
well below capitation rates, and they underpay CAH providers. The very high pay-
ment error rates, the delay in payments to providers, and the increased workload
these plans impose on providers are collectively undermining the integrity of the
Medicare program and increasing the cost of healthcare.

Congress passed legislation to protect CAH providers and ensure access to care
in rural communities. Somehow, it would appear, the Medicare Advantage program
has been allowed to circumvent congressional intent.

———

Chairman STARK. Thank you.
Mr. Lipschutz?

STATEMENT OF DAVID LIPSCHUTZ, INTERIM PRESIDENT AND
CEO, CALIFORNIA HEALTH ADVOCATES, LOS ANGELES,
CALIFORNIA

Mr. LIPSCHUTZ. Chairman Stark, Ranking Member Camp, dis-
tinguished committee members, thank you for the opportunity to
testify today. My name is David Lipschutz, and I am interim presi-
dent, CEO, and staff attorney of California Health Advocates, an
independent nonprofit organization dedicated to education and ad-
vocacy efforts on behalf of Medicare beneficiaries in California.

Our experience with Medicare is based in large part on our close
work with California’s State health insurance program known in
our State as HICAP, which is on the front line assisting Medicare
beneficiaries. Of the various options within the Medicare program
to access benefits, we recognize that some Medicare Advantage
plans can work for some individuals.

Other Medicare beneficiaries, however, can be disadvantaged by
joining MA plans for a variety of reasons, including restriction of
access to providers, high out-of-pocket expenses, and other barriers
to care such as utilization management.

My testimony will briefly focus on general issues faced by MA
plan enrollees, new insurance products being sold to fill in the gaps
ofl' MA plans, and the experience of dual eligibles who enroll in MA
plans.

The staggering rise in the number, type, and variation of MA
plans over the last two years, coupled with aggressive and mis-



119

leading marketing, has greatly hindered the ability of Medicare
beneficiaries to make informed decisions about how they want to
access their Medicare benefits.

Many beneficiaries are lured by MA plans with zero or low
monthly premiums, corresponding offsets of their Part D premium,
and extra benefits of often limited value. Once enrolled and in need
of services, however, many find they are liable for cost-sharing on
a par with or even greater than original Medicare.

Since MA cost-sharing is commonly downplayed during sales,
those with chronic conditions can face catastrophic costs they
hadn’t anticipated, and realize too late that they would have been
better off financially by purchasing a Medigap policy.

For example, a HICAP counselor in southern California, who has
extensive experience working with individuals with cancer, reports
that most MA plans she deals with are charging at least 20 percent
in cost-sharing for chemotherapy and radiation. Enrollees in these
plans who receive cancer treatment often have thousands of dollars
in monthly out-of-pocket expenses.

Most cancer patients in this situation report that when they
signed up with their MA plan, they thought that the co-payments
for chemo would be between $35 and $50. Many tell the counselor
that they would rather die than leave their families without
money.

Some who join MA plans are surprised to learn that providers
who they had seen for years are not members of the plan’s network
or, particularly in the case of private fee-for-service plans, refuse
to accept the plan’s terms and conditions, leading to problems find-
ing doctors who will treat them.

Over the last year, much attention has been focused on appalling
abuses surrounding the sale of Medicare Advantage plans. Despite
this attention, though, we believe that far too little action has been
taken by CMS, and as a result, such abuse appears to continue
unabated.

Despite industry claims that MA products are a good value for
all beneficiaries, significant fissures in MA plan coverage have led
to the emergence of a new insurance product aimed at filling those
gaps. This product, sometimes called Advantage Plus, is designed
to fill in the gaps in MA plans, including high out-of-pocket ex-
penses for vital services such as inpatient hospital care, skilled
nursing facility stays, durable medical equipment, and drugs cov-
ered under Medicare Part B.

We believe that the existence of these products is a symptom of
a more widespread disease afflicting the Medicare Advantage pro-
gram, and underscores how far too many MA plans impose high
cost-sharing while providing inadequate benefits.

Individuals who are dually eligible for Medicare and Medicaid
are entitled to a broad range of benefits provided by both programs.
Enrollment in Medicare Advantage plans, though, can create prob-
lems for dual eligibles such as access to care issues and greater
out-of-pocket expenses.

Medicare Advantage special needs plans, or SNPs, are in theory
designed to address the needs of duals and other designated popu-
lations. Without formal requirements mandating that they provide
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care coordination, integration with Medicaid, and targeted case
management, often SNPs remain special in name only.

Unfortunately, many duals who were automatically enrolled in
SNPs over the last two years have experienced significant problems
with accessing care and coordinating coverage and payment with
State Medicaid programs.

Other MA plans, notably private fee-for-service plans, are gen-
erally ill-suited to address the complex needs of dual eligibles and
often cause harm to this vulnerable population. Dual eligibles are
targeted by some PFFS plan sponsors and agents without regard
to the suitability of such plans, including meaningful comparison
with Medicaid benefits already available to them and access to pro-
viders who accept both Medicare and Medicaid.

Instead, duals are being targeted and convinced to enroll in
PFFS plans based upon extra benefits that agents and plans say
will save them money. Once enrolled, however, duals often find
that their doctors won’t take their plan, and they are charged cost-
?haring for services and items they did not previously have to pay
or.

We recognize and appreciate that the CHAMP Act would have
addressed some of these problems, and we are disappointed it did
not become law.

For our specific recommendations on improving the MA program,
we refer you to our written testimony and the various documents
cited therein. Thank you.

[The statement of David Lipschutz follows:]

Statement of David Lipschutz, Interim President and CEO,
California Health Advocates, Los Angeles, California

1. INTRODUCTION

California Health Advocates (CHA) is an independent, non-profit organization
dedicated to education and advocacy efforts on behalf of Medicare beneficiaries in
California. Separate and apart from the State Health Insurance Program (SHIP),
we do this in part by providing support, including technical assistance and training,
to the network of California’s Health Insurance Counseling and Advocacy Programs
(HICAPs) which offer SHIP services in California. CHA also provides statewide
technical training and support to social and legal services agencies and other profes-
sionals helping Californians with questions about Medicare. Our experience with
Medicare is based in large part on our close work with the HICAPs and other con-
sumer assistance programs that are on the front line assisting Medicare bene-
ficiaries.

Of the various options within the Medicare program to access benefits, we recog-
nize that Medicare Advantage (MA) plans can work for some individuals. Other
Medicare beneficiaries, however, are often disadvantaged by joining MA plans for
a variety of reasons, including restriction of access to providers (including special-
ists), out-of-pocket expenses (sometimes greater than Original Medicare), and other
barriers to care such as utilization management. Payments to MA plan sponsors and
corresponding commissions and bonuses paid to agents combine to foster an epi-
demic of marketing misconduct; all too often, the best plan for the agent is sold
rather than the best plan for the beneficiary.

MA plans are, in theory, supposed to “fill in the gaps” of Original Medicare as
well as provide additional benefits. Many plans, however, fail to provide protection
against out-of-pocket expenses resulting in a new product—the MA gap plan—that
is being sold to fill in expensive gaps in MA plans. In addition, certain beneficiaries
can be harmed by joining MA plans—in particular, individuals dually eligible for
Medicare and Medicaid—as well as other beneficiaries who are faced with
unaffordable out-of-pocket expenses as a result of joining such plans.

It is not our purpose to disparage all MA plans, but to call into question the value
we are getting out of MA plans collectively, particularly given the amounts MA plan
sponsors are paid over and above the costs to Original Medicare of providing care
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to similarly-situated beneficiaries. We also question whether informed decision-mak-
ing is impaired by lack of standardization, and the sheer number of plans combined
with countless variations in benefits and cost-sharing that compete for beneficiary
attention—particularly PFFS plans—and whether these plans are meeting the
needs of all, or even a subset, of beneficiaries.

This written testimony will focus on four areas:

« general issues faced by MA plan enrollees, including plan benefits, cost-sharing,
access to providers, trends in retiree coverage, and marketing misconduct;

¢ new insurance products being sold to fill in the gaps of MA plans;

« the experience of dual eligibles in MA plans; and

¢ recommendations to address shortcomings of the MA program.

II. GENERAL ISSUES FACED BY MEDICARE ADVANTAGE ENROLLEES

Choosing the appropriate Medicare coverage for an individual’s particular cir-
cumstances has become tremendously complicated for most Medicare beneficiaries
since the enactment of the Medicare Modernization Act of 2003 (MMA). Increased
payment to insurance companies has led to a staggering increase in the numbers
and types of Medicare Advantage plans. Across the country, Medicare beneficiaries
face an unprecedented array of MA products, each with complex benefit variations,
and differences in premiums and cost-sharing requirements. These variations tend
to confound prospective enrollees, and often obscure the potential for out-of-pocket
costs, making it difficult for consumers to compare costs and benefits both between
plans and with Original Medicare.

While some individuals do benefit from enrollment in Medicare Advantage plans,
it largely depends on an individual’s plan and his/her individual needs. Conversely,
others are significantly harmed by enrolling in MA plans. Not only do some people
who join MA plans lose and have difficulty re-acquiring their Medigap and retiree
plans, but the benefits of MA plans can quickly be erased if healthcare needs
change, and people need care that is more expensive than under Original Medicare.

MA Plan Benefit Packages and Cost-Sharing

Through analysis of the Medicare Advantage marketplace, along with the collec-
tive experience of those who counsel Medicare beneficiaries, it is clear that there
are serious deficiencies in the benefit packages of many Medicare private health
plans. As discussed in a September 2007 report by California Health Advocates and
the Medicare Rights Center, MA plan shortcomings include:

e consumers with chronic illness can unknowingly incur widely varying levels of
cost-sharing under different plans;

¢ many MA plans do not provide a limit on enrollees’ annual out-of-pocket ex-
penses for medical services, or they exempt certain services (such as chemo-
therapy) from such limits; and

¢ many plans charge the same or higher cost-sharing than Original Medicare for
specific, costly services, such as inpatient hospital care, nursing home stays, du-
rable medical equipment and home healthcare.!

Using the great flexibility afforded by Medicare law and regulations, and under
the guise of marketplace “innovation,” many plan sponsors design their benefits in
such a way that front-loads cost-sharing for the most expensive items, (e.g., hos-
pitalization, skilled nursing facility stays, Part B drugs)—services for which bene-
ficiaries do not have a choice to forego, and are not susceptible to incentives to try
other providers (e.g., to see primary care providers rather than specialists) or other
treatment options.

Despite these significant shortcomings in plan benefits, many beneficiaries are
lured by plans with zero monthly premiums and/or “extra benefits,” only to find that
once enrolled and in need of services, out-of-pocket expenses can equal or exceed
Original Medicare. Cost-sharing for services is too often not made apparent when
plans are sold, and those with chronic conditions often face catastrophic costs and
are often better off financially by purchasing a Medigap policy.

Example: A HICAP counselor in Southern California who has extensive experience
working with individuals with cancer, reports that most MA plans she deals with
are charging at least 20% in cost-sharing for chemotherapy and radiation. Enrollees
in these plans who receive cancer treatment often have thousands of dollars in
monthly out-of-pocket expenses. Most cancer patients in this situation report that

1See California Health Advocates and Medicare Rights Center report “Informed Choice: The
Case for Standardizing and Simplifying Medicare Private Health Plans (September 2007), avail-
able at: http:/www.cahealthadvocates.org/advocacy/2007/09.html.
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when they signed up with their MA plan they thought the copayments for chemo
would be $35-$50. Many tell the counselor that they would rather die than leave
their families without any money.2

Many individuals who seek or already have Medigap policies enroll in Medicare
Advantage plans because they are led to believe that MA plans either function just
as Medigap plans do, or even better (some in fact enroll in MA plans believing them
to be actual Medigap policies). Conned by slick marketing, new MA plan enrollees
often do not understand that they no longer have the same out-of-pocket spending
protections that they had in their Medigap policies, are astonished to find that they
can no longer see their regular doctors and are hit with high medical bills. Also,
unlike Medigap plans, which cannot change benefits year-to-year and are guaran-
teed renewable, every year MA plan sponsors can change benefits, cost-sharing and
premiums, forcing enrollees to reanalyze their benefits annually.

It is well documented that Medicare Advantage plans are paid more than Original
Medicare rates, and, as partial justification, plan sponsors often tout “extra benefits”
that are being provided to their enrollees. Many of the same plans that charge the
same or higher cost-sharing than Original Medicare downplay those costs but heav-
ily promote additional benefits of lesser value, ranging from eyeglasses, hearing
aids, gym membership, to a monthly allotment of over the counter pharmacy sup-
plies. From an individual beneficiary’s standpoint, these “extras” can provide limited
value when compared with high out-of-pocket costs and problems accessing pro-
viders that accompany many plans. From a broader perspective, luring enrollees
with “extra benefits” provided now, given that current payment rates are
unsustainable, is setting enrollees up for a bait-and-switch scenario down the road
if plan benefits are cut (or even the following year, as plans can fundamentally
change their benefits annually).

Access to Providers

Unlike Original Medicare, coordinated care plans limit access to designated pro-
vider networks. Some who join MA plans are surprised to learn that providers who
they had seen for years are not members of the plan’s network, or refuse to accept
the plan’s benefits, forcing them to find new providers or get out of the plan when
they are able to do so.

The greatest risk of not being able to find a provider, paradoxically, seems to
occur with MA Private Fee-for-Service (PFFS) plans that were created, in part, to
allow enrollees to access a wide range of providers. Although enrollees can seek care
from any provider willing to accept the plan’s terms and conditions, providers who
do not have a contract with the plan can decide whether to continue to accept the
plan with each visit or treatment. In many cases, PFFS plan enrollees struggle to
find providers willing to accept the plan’s terms and conditions. For example, the
California Medical Association reports low participation by its members in PFFS
plans, and expresses concern that PFFS plan networks are inadequate, particularly
for specialty referrals.3

Example: Ms. P., an 86-year old dual eligible from Central California, was en-
rolled in a PFFS plan without her knowledge by an insurance agent who knew she
was a dual eligible. She was scheduled to have surgery at a local hospital to treat
breathing problems and difficulty swallowing food due to a growth in her throat, but
the hospital refused to accept the PFFS plan she was enrolled in.

Retiree Coverage

In addition to individuals who give up a Medigap plan in order to enroll in a
Medicare Advantage plan, and have difficulty getting their Medigap plan back, some
beneficiaries who have pre-existing retiree coverage are often in danger of losing
such coverage when they enroll in a Medicare Advantage plan that does not contract
with their retiree plan.

Example: Mr. S., a Northern Californian who is 86 years old, had Medicare, Medi-
Cal (Medicaid) and a retiree plan. After several calls from an insurance agent, Mr.
S. gave in and allowed the agent into his home. Although the agent was aware that
Mr. S. had retiree coverage, she pressured him to enroll in an MA PFFS plan any-
way. As a result, he lost his retiree coverage. The local HICAP program is working
to try to help him get his retiree plan back.

2 Also see an article in California Health Advocates’ August 2006 online newsletter re: chemo
copays for cancer patients and the trend in MA plans towards charging full Part B cost-sharing
vs. flat copays at: http:/www.cahealthadvocates.org/newsletter/2006/08/cancer.html.

3 Correspondence between California Health Advocates and the California Medical Associa-
tion, February 2008.
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In contrast with retiree plans that do not coordinate with Medicare Advantage,
other employers are increasingly looking to push their retirees into Medicare Advan-
tage plans, leading to access to care issues, as well as strains on the financial viabil-
ity of the Medicare program for all beneficiaries, not just those in MA plans. There
is a growing trend of State and local governments, organizations and corporations
attempting to save money by shifting their healthcare costs to the Federal govern-
ment and enrolling retirees in Medicare Advantage products, particularly Private
Fee-for-Service (PFFS) plans.* This trend exacerbates the strain on Medicare’s fi-
nances already imposed by Medicare Advantage overpayments. The same problems
encountered by other PFFS enrollees also confront retirees. Although plan sponsors
market PFFS products as “nationwide” because they are not required to use a net-
work, David Fillman of AFSCME notes that this claim is “false”; PFFS plans “limit
access to care and choice because significant numbers of doctors and hospitals have
refused to accept [the patients enrolled in these plans], especially out-of-state.” >

Example: The Center for Medicare Advocacy reports recently hearing from a Michi-
gan retiree who is now living in Orlando, Florida, and can’t find a doctor or hospital
that is willing to accept the PFFS plan his former employer forced him into. He re-
ports that his Blue Cross Blue Shield plan is working on the problem, but in the
meantime he can’t go to a doctor or hospital.

Marketing Misconduct

Consumer advocates, State insurance regulators, Congress and the media have all
focused attention on appalling abuses surrounding the sale of Medicare Advantage
plans over the last two years that have resulted in substantial harm to the victims
of such abuse and financial gain to insurance companies and agents.® While much
attention has been paid to these abuses, in our view, far too little action has been
taken by CMS, which, under the MMA, retains the sole jurisdiction over almost all
regulatory issues concerning MA plans. Unfortunately, SHIP programs across the
country report that marketing misconduct continues unabated.

We refer the Subcommittee to the resources cited above which address marketing
misconduct surrounding the sale of MA plans, including incentives pushing such ac-
tivity. The following, though, serves as a typical example of marketing misconduct,
this one impacting a member of the HICAP family in California earlier this month.
Although this example is lengthy, it is illustrative in that it includes a number of
the common lies, deceptions and distortions that agents still widely use to con peo-
ple into joining Medicare Advantage plans.

Example: Ms. T., a dual eligible with limited English proficiency living in Califor-
nia’s Central Valley, received a call from an insurance agent claiming to be from the
“health department” and said she wanted to come by and “check up” on her. Ms. T.
asked her daughter, who works for a local HICAP program, to be present when the
agent visited her home in early February 2008. The agent arrived wearing a badge
that appeared very similar to a Medicare card, with the agent’s name handwritten
on it, and declared that she was “from Medicare.” The agent lied that she was not
an agent, and was not there to sell anything, but simply wanted to go over Medicare
issues. The agent explained that Ms. T. has Medicare Parts A, B, and D, so now she
needed to enroll in Part C. She stated that Part C “works with Medicare together”
and she would have no copays. She stated that when “you go to the doctor, you show
your Medicare and Medi-Cal card, but when you go to a doctor that doesn’t accept
Medi-Cal, you would show your Medicare Advantage card—all 3 cards work to-
gether.” She added that “you do know that Medicare and Medi-Cal won’t cover nurs-
ing homes, so you need to enroll in Part C right away—you shouldn’t be long, you
shouldn’t be without coverage.” When the agent pulled out an MA application, Ms.
T’s daughter declined, but asked the agent to leave information. The agent refused
to leave marketing material, stating that she only had one copy, but left her business
card, indicating that she was indeed a broker selling MA products. Since Ms. T.’s
daughter works for a local HICAP, she realized that just about everything said by
the agent was a lie or deception at best, and prevented her mother’s enrollment in

/4S/ee, e.g., “Medicare Trend Raises Eyebrows” by Ricardo Alonso-Zaldivar, Los Angeles Times,
2/11/08.

5Testimony of David Fillman, AFSCME, before the Senate Finance Committee on 1/30/08,
available at: http:/finance.senate.gov/hearings/testimony/2008test/013008dftest.pdf.

6See, e.g. issue briefs written by California Health Advocates and the Medicare Rights Center
entitled “After the Gold Rush: The Marketing of Medicare Advantage and Part D Plans” (Janu-
ary 2007) and “The Reluctant Regulator: Centers for Medicare and Medicaid Services’ Response
to Marketing Misconduct by Medicare Advantage Plans” (July 2007); also see California Health
Advocates’ testimony before this Subcommittee on May 22, 2007 and before the House Energy
& Commerce Subcommittee on Oversight & Investigations on June 26, 2007. All of these docu-
ments are available at: http://www.cahealthadvocates.org/advocacy/index.html.
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this plan. The vast majority of Medicare beneficiaries do not have such accessible
help when targeted by unscrupulous agents.

Despite the claims of the insurance industry, this is not a matter of “rogue
agents” or a “few bad apples”—we are convinced that the payment incentives to
plans, and, in turn, the commissions and bonuses paid to agents, drive this type of
abuse. While states retain jurisdiction over agents selling Medicare plans, they lack
authority to punish the plans for a range of misbehavior, including actions per-
formed by agents selling their products. While a few MA plans have received nomi-
nal fines, enrollment suspensions and other more severe punitive measures are
rarely meted out by CMS. As discussed below, in our experience, the most severe
and prevalent marketing abuses continue to concern the sale of Private Fee-for-
Service plans to dual eligibles.

III. MEDICARE ADVANTAGE “GAP” PRODUCTS

The insurance industry and CMS insist that Medicare Advantage products are a
good value for all beneficiaries, in terms of “extra” benefits offered and out-of-pocket
savings when compared with the Original Medicare program. Despite these assur-
ances, however, significant fissures in MA plans have led to the emergence of a new
insurance product aimed at “filling” those gaps. This product, sometimes called “Ad-
vantage Plus”, is being marketed by plan sponsors to insurance agents as a “wrap-
around plan” that is “designed to fill in the gaps in Medicare Advantage Plans.””

These limited-benefit plans bundle a collection of insurance products, such as hos-
pital indemnity plans and other piecemeal coverage, and pay cash benefits directly
to enrollees of MA plans to cover out-of-pocket costs imposed by their MA plan. They
are designed specifically to address high out-of-pocket expenses charged by many
MA plans for vital services such as inpatient hospital care, skilled nursing facility
stays, durable medical equipment and cancer/chemotherapy drugs covered under
Medicare Part B.

Companies offering these products encourage insurance agents to sell these “gap”
plans alongside Medicare Advantage products. For example, one flyer directed to-
wards agents boasts: “If selling Medicare Advantage Plans, be sure to check out our
Wrap Around product section. Easily add an additional 50% in commissions to each
Medicare Advantage Sale. Plan can be sold all year long!” Anecdotally, we have
heard of agents encouraging MA enrollees who get a Part B premium rebate
through their plan to apply those savings towards purchasing one of these gap prod-
ucts.

The sale and promotion of these products exacerbates the confusion in the Medi-
care marketplace generated by enormous numbers of MA and Part D plans with
multiple and complex plan designs. Further, we believe that the existence of these
plans is a symptom of a more widespread disease afflicting the Medicare Advantage
program, and underscores how far too many MA plans impose high cost-sharing
while providing inadequate benefits. Part of the promise of allowing private insur-
ance companies to offer plans within the Medicare program was that they could pro-
vide better benefits, more efficiently, for less money to both beneficiaries and the
Medicare program. These gap products, though, that are sold to fill in gaps in cov-
erage that MA plans are failing to fill themselves, starkly highlight the failures of
the MA program to achieve these goals.

IV. DUAL ELIGIBLES and MEDICARE ADVANTAGE PLANS

Individuals who are dually eligible for Medicare and Medicaid are entitled to a
broad range of benefits provided by both programs. This population, many of whom
have significant and complex health needs and generally a lower level of health lit-
eracy, rely on overlapping coverage and payment through the Original Medicare
program as primary payer and Medicaid as additional coverage. Many MA plans
find dual eligibles to be attractive targets due to their right to enroll in and
disenroll from plans on a monthly basis, allowing plans to “poach” enrollees from
one another, and also because capitated payments to plans are generally higher for
dual eligibles.

Enrollment into a Medicare Advantage plan, though, can create problems for dual
eligibles not encountered in the Original Medicare program, such as access to care
(due to problems accessing providers and utilization management techniques) and
greater out-of-pocket expenses. The issue of whether a State Medicaid program is
obligated to pay the Medicare cost-sharing for dual eligibles enrolled in MA plans
is a complicated one, and includes factors such as a “dual eligible’s coverage cat-

7See a recent issue brief on this topic written by California Health Advocates entitled “There’s
a Hole in the Bucket: New “Gap” Product Being Sold to Fill-in Medicare Advantage Deficiencies”
(November 2007), available at: http://www.cahealthadvocates.org/advocacy/2007/11.html.
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egory, the type of cost-sharing, the options elected by the State, and payment limita-
tions specified in the State Plan.”8 In short, practically speaking, it appears that
many States do not pay MA cost-sharing for duals in their State, and, as a result,
dual eligibles are often charged these amounts. In addition to MA cost-sharing,
some duals have to pay premiums for MA plans for coverage that is no different
and sometimes worse than under Medicaid.

Certain MA plans—Special Needs Plans (SNPs), are—in theory—designed to ad-
dress the needs of dual eligibles, although it questionable how well many SNPs per-
form in this regard. Other MA plans, notably Private Fee-for-Service (PFFS) plans,
are generally ill-suited to address the complex needs of dual eligibles, and often
cause significant harm to this vulnerable population.

Special Needs Plans (SNPs)

The Medicare Modernization Act (MMA) authorized Medicare Advantage Special
Needs Plans (SNPs) that can be designed to provide coverage for certain designated
populations: dual eligibles; individuals who are institutionalized; and individuals
with chronic and disabling conditions. Since 2006, enrollment in SNPs has increased
exponentially, however many dual eligibles—most of whom did not seek out a SNP
on their own but were automatically enrolled into one—have experienced significant
problems with accessing care and coordinating coverage and payment with State
Medicaid programs.

While SNPs present the opportunity for better care coordination, integration and
targeted care management, there are no formal requirements set out in law, regula-
tion or CMS guidance that SNPs actually deliver these goals. In the words of one
advocate with significant experience assisting dual eligible clients who encounter
problems with their SNPs, “absent minimum standards for meeting the special
needs of the populations they serve, labeling these plans as specially designed to
do so is misleading.”?

Private Fee-for-Service (PFFS) Plans

While SNPs are designed to address the needs of dual eligibles (at least in the-
ory), other Medicare Advantage plans enroll dual eligibles and even seek them out,
even though enrollment in many plans appears to offer little tangible benefit, if any,
and often leads to significant problems. Over the last two years, we continue to see
a disturbing trend of PFFS plan sponsors and their contracting agents marketing
PFFS plans to dual eligibles. In many cases, dual eligibles have been left worse off
due to access to care issues (including loss of access to providers) and increased out-
of-pocket costs.10

In our experience, some of the worst and most widespread marketing violations
have involved dual eligibles who are sold PFFS plans. Information about the suit-
ability of MA plans for dual eligibles, including meaningful comparisons with Med-
icaid benefits already available to them, is not made available by the plans or is
misleading, and, at best, glossed over during sales pitches.

Example: Mr. C., age 74, is a California dual eligible who is very ill and depend-
ent on oxygen. He was visited by an insurance agent recently who pushed him to en-
roll in an MA PFFS plan. The agent touted it as a plan “just for people on Medi-
Cal.” As a result of his enrollment, Mr. C. is now being billed for services he did
not previously have to pay for, including about $4,000 from a durable medical equip-
ment provider who was not paid by the plan. The local HICAP is assisting him with
his enrollment and billing issues.

Dual eligibles are being targeted and convinced to enroll in PFFS plans based
upon “extra” benefits that agents and plans say will save them money. Duals are
often enticed by $20 over the counter benefits, and “extra” hearing, vision and den-
tal coverage, without regard to individual states’ actual Medicaid benefits that they
might already be entitled to.

8June 11, 2007 Memorandum from CMS, Center for Medicaid and State Operations, Disabled
and Elderly Health Programs Group to All Associate Regional Administrators, Division of Med-
icaid and Children’s Health re: Medicaid Obligations for Cost-Sharing in Medicare Part C Plans;
also see Center for Medicare Advocacy’s May 31, 2007 Weekly Alert entitled “Medicare Cost-
Sharing in Medicare Advantage Plans: Who Pays for Dual Eligibles?” at: http:/
www.medicareadvocacy.org/AlertPDFs/2007/07 05.31.MAMcaidCostShare.pdf.

9 Alissa E. Halperin, Managing Attorney, Pennsylvania Health Law Project, author of a paper
for the Center for Medicare Advocacy entitled “Medicare Advantage Special Needs Plans: A Ben-
eficiary Perspective” (October 2007); also see, generally, Center for Medicare Advocacy’s Special
Needs Plan Conference materials (October 2007), available at: http://www.medicareadvocacy.org/
SNP%20Conference/Home.htm.

10See, e.g., CHA’s prior testimony before this Subcommittee on May 22, 2007 re: PFFS
plans, available at: http:/www.cahealthadvocates.org/advocacy/2007/CHA WaysMeans
testimony 0522.html.
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Once enrolled, however, duals often find that their doctors won’t take their PFFS
plan. If their primary doctor does take the plan many still find that they are
charged for doctors’ visit copays, wheelchairs, walkers and other services and items
they did not previously have to pay for. A large portion of duals encounter difficulty
finding specialists who will agree to accept their plan. When HICAP programs try
to help dual eligibles get out of plans that are not appropriate for them and untan-
gle resulting complex billing issues, some beneficiaries are subject to harassing calls
from agents upset that they are losmg out on their commissions.

At least one PFFS plan sponsor acknowledges that this plan type is not appro-
priate for dual eligibles. During a Congressional hearing wherein his company was
criticized for the conduct of an agent selling his PFFS plan to dual eligibles, Cov-
entry Vice President Francis Soistman admitted that” . . . PFFS plans may not be
suitable for dual eligibles.” 11

Other plans, however, hold themselves out as specially catering to duals—notably
WellCare Duet PFFS plans. When asked about the appropriateness of PFFS plans
targeting dual eligibles for enrollment, a CMS official replied at a hearing before
this Subcommittee that Medicare Advantage “is a market-based program and dual-
eligibles, like everyone else, have the option of choosing how they wish to obtain
services and where they wish to be enrolled.” 12

V. RECOMMENDATIONS

California Health Advocates, as well as a number of other beneficiary advocacy
groups, has offered several recommendations for curing some of the current prob-
lems faced by Medicare Advantage enrollees.13 We recognize—and appreciate—that
the Children’s Health and Medicare Protection (CHAMP) Act of 2007, passed by the
House last August, addressed a number of these issues, and we are disappointed
that it did not become law. Our recommendations range from broad changes to the
structure and financing of Medicare Advantage, to specific proposals that can be im-
plemented by CMS as the Federal regulator of these plans. In short, these rec-
ommendations include:

. (‘ir%qte standard benefit packages for Medicare Advantage and Part D plans, in-
cluding:

« Establish no more than two annual limits for out-of-pocket costs

¢ Prohibit separate cost-sharing for individual Part B services

¢ Require that MA plans charge no more cost-sharing for services than what
is charged under Original Medicare

¢ Limit the number of plans offered in a given geographic area

¢ Apply the standardization and simplification requirements of the National Asso-
ciation of Insurance Regulators (NAIC) Medigap Model Act and Regulation to
all Medicare Advantage (and Part D) plans

¢ These requirements should include loss ratio standards, guaranteed renew-
ability requirements, suitability requirements and other consumer protections

¢ Rescind the statutory preemption that prevents states from enforcing State
laws on consumer protections and the marketing of insurance products

¢ Neutralize payment between Original Medicare and the MA program (see,
e.g., recommendations from MedPAC) and use the current excess payments
to strengthen access to benefits in other areas of Medicare, such as expanding
gli%ibgity for the Medicare Savings Programs and the Part D Low-Income

ubsidy

¢ Ban the sale of PFFS and other MA products to dual eligibles unless plans
can prove they offer meaningfully better and more comprehensive benefits
than those available through State Medicaid programs, and that enrollees
will not face diminished access to providers and/or new out-of-pocket expenses

¢ Authorize NAIC to develop nationwide marketing guidelines, including:

¢ Provisions that hold plans more accountable for the actions of agents selling
their plan

11 Testimony of Francis S. Soistman, Jr., Executive Vice President, Coventry Health Care,
Inc., before House Energy & Commerce Subcommittee on Over51ght & Investigations, June
2007, avaclliflable at: http:/energycommerce.house.gov/cmte mtgs/110-0i-hrg.062607.Soistman-tes-
timony.pdf.

12 Testimony of Abby Block, Director of Division of Beneficiary Choices, CMS, May 22nd, 2007.

13 See, e.g., documents cited in footnotes 1 and 6, infra, as well as CHA’s testimony before
the National Association of Insurance Commissioners (NAIC) Senior Issues Task Force—Medi-
care Private Plans Subgroup, Public Hearing on Regulation of Medicare Private Plans (Sep-
tember 11, 2007), available on the NAIC website.
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¢ Prohibit plans from offering differential commissions based on what type of
plan is selected by the enrollee

¢ Prohibit agents from selling unrelated products

¢ Develop more comprehensive disclosure documents with clear explanations
about how certain choices can impact access to providers and other types of
insurance coverage (e.g., retiree, Medigap, Medicaid)

¢ Exclude plan sponsors culpable of egregious marketing and other violations
from participating in the Medicare program for at least two years (similar to
rules that apply to certain providers)

VI. CONCLUSION

While some Medicare Advantage plans do provide value for enrollees, we need to
question the value provided by all MA plans—considering the sheer number of
plans, variation in benefits and cost-sharing and the fact that the majority of Medi-
care beneficiaries in the Original Medicare program are subsidizing the extra pay-
ments meant to enrich the minority of beneficiaries enrolled in MA plans. Medicare
Advantage is not the panacea for perceived shortcomings of Original Medicare, and,
in many cases, can be to the detriment of enrollees, particularly the most vulnerable
among us. At a time when MA plans are overpaid but many are providing inad-
equate coverage, Congress should carefully scrutinize the MA program that threat-
ens the stability and integrity of the entire Medicare program.

Thank you for the opportunity to provide these comments.

———

Chairman STARK. Thank you very much.
Dr. Lyons?

STATEMENT OF DANIEL C. LYONS, M.D., SENIOR VICE PRESI-
DENT, GOVERNMENT PROGRAMS, INDEPENDENCE BLUE
CROSS, PHILADELPHIA, PENNSYLVANIA

Dr. LYONS. Thank you, Mr. Chairman, Ranking Member Camp,
and members of the committee. My name is Daniel Lyons, M.D.,
and I am senior vice president of government programs for Inde-
pendence Blue Cross, and I do appreciate the opportunity to testify
about the Medicare Advantage program.

Independence Blue Cross is strongly committed to the long-term
success of the Medicare Advantage program. We are proud to spon-
sor plans that offer many services and innovations that are not in-
cluded in the Medicare fee-for-service program. Approximately
240,000 Medicare beneficiaries in Philadelphia and southeastern
Pennsylvania are enrolled in the plans we offer.

Our Medicare Advantage plans serve a critical role in providing
comprehensive, coordinated benefits for many seniors and disabled
Americans. The fundamental difference between Medicare Advan-
tage plans and the Medicare fee-for-service program is that our pri-
vate plans have established an infrastructure for improving health-
care quality on an ongoing basis.

At Independence Blue Cross, our plans focus on identifying mem-
bers with important clinical needs, including those not receiving
preventive care, those who are frail, and those with chronic illness.
Because Medicare Advantage plans do have an infrastructure to co-
ordinate and improve the care for these members, we have a prov-
en track record of making a positive difference in the lives of Medi-
care beneficiaries.

Many Medicare beneficiaries do suffer from multiple chronic con-
ditions such as diabetes, heart disease, cancer, asthma, depression.
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One recent study suggested that over 80 percent of beneficiaries
have at least one of these chronic conditions.

Medicare Advantage plans are playing a leadership role in devel-
oping strategies and programs to improve patient care for bene-
ficiaries with multiple chronic conditions. We are focused not only
on ensuring that patients with chronic conditions live longer, but
we are also helping them live healthier lives with fewer symptoms
so they can fully participate in the activities they enjoy.

Our Medicare Advantage members benefit from a variety of pro-
grams we have developed over the years to improve their care, in-
cluding the promotion of prevention and wellness. For example, our
Connections Health Management program is designed to help our
Medicare Advantage members by making them more informed
about their health conditions, assisting them in making difficult
treatment decisions, helping them and their physicians improve the
management of chronic conditions, and assisting members, their
physicians, and their caregivers with the coordination of care.

Through this program, we use sophisticated predictive modeling
tools to identify those members who are at highest risk for future
health events, and identify specific gaps in care and to fill those
gaps. Specially trained health coaches, typically RNs, are available
24/7/365. They do telephonic outreach to these members to address
their care gaps, help them understand their physician’s treatment
plan, and improve self-management of their chronic conditions.

The results of this program are very impressive. In 2007, our
member satisfaction survey showed that 94 percent of members
were satisfied with their health coach assistance, 90 percent were
satisfied with their overall program experience, and 94 percent said
they would recommend the program to other seniors.

Moreover, 97 percent of members with chronic conditions indi-
cated they were able to follow their health coach’s advice, nearly
80 percent reported an improved ability to communicate with their
physician, and nearly 60 percent said that speaking with a health
coach actually improved the quality of care they received from their
healthcare provider.

Medicare Advantage members have also enthusiastically em-
braced our wellness programs. More than 9,000 seniors are en-
rolled in fitness programs we have designed to encourage and pro-
mote healthy, active lifestyles. Almost 60 percent of these seniors
complete the program target of 120 visits a year, which is twice the
rate of non-Medicare members.

Another problem we implemented for Medicare Advantage mem-
bers is our physician home visit program. Under this program, a
physician conducts a proactive home visit to assess members who
are homebound and then provides follow-up care as needed, and
also coordinates care with the member’s primary care and specialty
physicians. This program is designed to improve the control of
chronic illnesses and reduce the use of emergency services for
medically frail members.

We also work on an ongoing basis to provide Medicare Advantage
members with access to care coordination throughout their health-
care experience. For example, when a member is scheduled for an
elective admission such as a total knee replacement, we reach out,
identify their anticipated post-hospital needs, coordinate with their
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surgeon, begin to make arrangements for post-hospital care such as
rehabilitation, long before the member ever goes to the hospital.

This sort of care coordination, like our wellness disease manage-
ment programs, are not currently available in traditional Medicare,
and not readily created without considerable planning and invest-
ment. In fact, when you consider the array of health infrastructure
investments and improvements we have implemented over the past
decade—credentialing a system of quality checks on physicians and
providers that includes checks on medical records and office ade-
quacy, physician performance monitoring and quality incentives,
coverage and promotion of preventive medicine, fitness, smoking
cessation, weight management and related programs, health edu-
cation, nurse counseling, disease condition management, medica-
tion and therapy management, case management, home visits, et
cetera—you can begin to understand the extent of the planning and
investment required to bring these kinds of advancements to the
entire Medicare program.

Thank you for this opportunity to testify on the Medicare Advan-
tage program. We appreciate the opportunity, and urge the com-
mittee to continue to support adequate funding for the system of
competition, choice, and innovation that is delivering savings and
value to nearly nine million Medicare Advantage members.

[The statement of Daniel C. Lyons follows:]
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L Introduction

Mz, Chairman, Ranking Member Cammp, send members of the subcommitice, sy name = Daniecl
Lyons 1 am Senlor Viee President of Government Programs foc Independence Bloe Cross, and |
appreciate this opportunity o festify about the Medicare Advantage program and its role in
providiog Maldicare beneficisrics with optaoas foe high quality, affordable, comprebessave health
coverage.

Independence Bloe Cross is a non-peofle health insurer that serves 3.4 millioa members,
approximately 240,000 of whach are Medicare beneficiarses; and is part of the national netwaork
Of 39 Blae Cross and Bloe Shichd plass that sssure approximately coe out of every theee
Americans. Most of our members are in the greater Philadelphia region, and we are both the
region s most prefemed health msurer s well as the msurer of kst resoet, We offer o nege of
coverage options o Medicare beneticlaries, including HMO plans, polseof-service {POS) plans,
PPO plans, Modicare Part D conerage, and supplemaental coverage.

Independence Blue Cross is stroagly committed to the longderm seccess of the Medicare
Advaniage program. We are prood 10 sponsor plans that offer many services sad innonations
that aee not included in the Medicare fee-foc-service (FFS) program. Owr Medicare Advanmage
plans serve a critical rode in providing comprebensive, coondinated benefits for many seniors snd
disablad Americans - including lrw-income beneficiancs who cannot alTord the high cut-of-
pocket costs they would incur under the Modicare FFS program.

My testimony soday will focus on three broad areas:

*  the conceptual rationale for why Medicare Advantage plans odd value over the Medicare FFS
program;

o advances in care coondination sad discise management Sal are significamly improving
patsent care for beneficianies enrolled in Medicare Advansage plans: and



132

o the vadee the Medicare Advanisge peogres offens beneficianies, particulsly thise who seed
assistance managing their multepde chroaic conditions.

I, Why Medicure Advantage Adds Value Not Found in Medicare FFS

The fundamental difference between Medicare Advantage plars and the Medicase FFS program
is that the former have established an infrastructure for improving bealth care quality oo an
ongoing tasis, This is critical, because it is well documented et we bave significan!
shoetcomings in the quality of health care under ose current system in general aod the Medicare
program in particular. Over the past decade, the Institute of Medicine (IOM) has focused the
mation’s sttention on e critical nead 10 improve health care qualsty and patient safety,
coandinge chroaic care, ned suppoct evidence-based medicine. A 1999 10M repont’ found that
medical errors could result = as many as 98,000 deaths annually, and a more recent [OM report
acknowladged the fragmentad nature of care delivery in the Medicare FFS progren, which does
“atle W encourage coordinaled, preventive, and prssary care that could save monsy and
produce besser bealth outcomes.™

Ocher studies have documeated specific shortfalls in quality. For example, a study coaductod by
RAND' found that patients received only 48 percent of recommended care for their medical
conditions, and a stedy by the Medicare Payment Advisory Commission (MedPAC)" showed
that only two-ghands of Madicare beneficiancs recened nocessary care for 20 0f 32 indcators.
The MedPAC repont concluded thae “care cocedination is more dafficult to do wa the FFS
program becimss 1 reguares mamaging patwents across scttimgs and over time, neither of whach s
supponed by current payment methods of ongaszational structere™ Addtiosal studics indicase
that Americans froguently receive inappeopeiate care = a vanety of settings and for many
different medical procedures, tests, and treatments. Such imppropnaste care includes the
overuse, undense, of misise of madical services.

'“To Ere is Busun” lastitak of Modiire, 199
: 10M Report “Rewonding Provider Porformance: Aligning Incentives e Mediome.” 1OM, 972106
“The Qualey of Health Caro Didiverad o Adubts i the Unisad Stes ™ Elimbeth A, MeGlyon, RAND, June 25,
2005
I MadPAC, Heport 1o Congrone Increasny the Valee of Medicare, June 2000

2
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Medicire Advantage plass focus oo identafying members with impoetant cliniesd sosdy
including those not recelving preventive care, those that are frail, and those with chronic illaess.
Bocause Medicare Advamgage plans hine an infrastructure fo cocedinate and sopeove care for
these members, there is 4 proven track recoed of making a posstive difference i the lives of
Medicare beneflciaries. The 2007 NCQA Szate of Quality Report’ documents significant
improvements over time in the quality of care for Medicare beseficianies earvolled in Medicare
Advantage plars, and a good exsenple of this is 1he improvement in care Tor cardac patents, In
2006, approximaely M percent of Medicare beneflciaries in Medicare Advantage plans received
2 beta-blocker upon discharge from a hospetal afier having o heart attack. Ton years earlier that
mesber was close o 60 percent,  Beta blockers bave bees proves W save Tives ifgives afler &
heart attack, so this significant increase in the use of beta blockers is saving lives and the
faverable trond for Medicare Advantage mombers is not matched m the FFS program.

11, Advances in Care Coordination and Disease Management

The participation of privase health msurance plans m Medicare has enabled mallions of seniors
and disahlad persons 10 beselit from cheomee cire matiatives and other innoystioes thal are
improving their health care and cahancing their overall qualicy of life. Many Medicare
beneficianes saffer from multiple cheome conditions — such as diabetes, heart diseasse, cancer,
asthma, sed depression — and cee stady suggests that over 30 pereent of MoScare beneficanes
have s beast coe cheonse condition.” Medicare Advantage plars meet a cneical need by offering
care cooedination and management for discases that commonly afflict the elderly.

Health inserance plans are playing o kedership role in developing strategies and peograms to
improve patent care for persons wigth cheomic conditions. We are focesed not caly on ensurmg
that patsents with cheomse conditions live longer - but we also are hedping them live healthier
lives, with fewer symptoms, so they can fully particspate in the activities they enpoy. This
roquires a strong emphasis on prevestive care, persomal responsibility for healthy lifestyes, and

" The St OF Health Care O-Ily *cm W\ Septeader 2007
" WllT, Surfichd aond Andicrs a asd Cornplications of Makigle Chroene Conditions in
o UMderty ™ Archives of lasoraal Mmu wa 1,

3
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carly imervention Lo promole care stodegics that are effective in impeovisg the patient’s quality
of life.

Health plans bave o strong track recoed of encouraging peevention and evidence-based care for
indnviduals with chronic conditions. We also ane workmg on an cngoing basss to continue to
develop sew wols md greater expertise (o help physicans cusiomize care stnegics 1o meet the
mique needs and circumstances of individual patients. Building upoa the success of carly
inmovataons in discase maragemenl, we are Likimg perscaalizod service 10 a sew level through »
new generation of cheomic care initatives. Recent publications by America's Health bnsurance
Plans (AHIP)' and the Bise Cross Blue Shicld Association (BCBSAY document sumeroms
examples of health plan prograss thas peovide e frail edderty snd others with chronle
condtions the care they need. These offorts reflect the following meercosnecied trends:

*  First, plans are wamy incresssmgly sophistacatid dats mining techmigues, such @ mformatics
and prodictive modeling, vo identafy begh resk messbers and members with documsensod gaps
incare.  The most recent advances m the use of mformaticn techeology melude moving
towand perscasl bealth reconds (PHRs) for health plan enrolliees — o improve the delivery of’
care. enbance health care quality, and increase productivity. s November 2008, the Board of
Direcion of our industry sssocation, AHIP, endoesad & set of rocommendations callmg for
the industry 1o implement steps to standardize health plan-based PHRs. These
recommendations, developed in partnership with BCBSA, will fiscilitste both mformaticn
sharing between coasumers and caregivers, mnd poetabviny when a consumer changes health
plans.

o Second, plans are proactively reachamg out 1o members who are o high nsk, and 1o their
physiclans, 1o offer infoemation, geldasce and support oo closing gaps i care, increasing the
use of preventive care, and improving self-management and peonvader managoment of chronic
illnesses.

T ANIP, Aanavions w Clvmens Care, Narch 2007
" Mee Cross e Shiekd A Medeare Adransage A g Carw T Frovenvion, Caonaation
and Meogpovent Febwaary, 2007
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o Thind, plarns are offering health cosching o change paticst bedavice, Through the wse of
nurses aad other health professicnals who are trained o serve as health coaches, we are
helping health plan enrolloes 1o betier nderstand ther treatment options to make more
infoemnad health care decisaons ; to make lifestyvie changes 10 mgeove their healty 1o
underszand and follow their doctors' treasment plans; and to address other health and social
service meeds.

*  Fourth, phans are recognizing that patients are well surved by a comprebensive stratogy that
addresses the neods of each person as & whole, rather than a mamow appeoach tha trgets
individual diseases. Accordingly, we are using nurse case managers to identfy bamiers 1o
offective care (mclodmg Fimancial, tramsportation, or social sepport sesues, and a lack of
inlegration between health care peoviders) and are helping mdividuals overcome these
barners and get thesr care betier coordinased.

o Fmally, plans are placeg a greater focus on prevention, wellaess and the continuem of health
care services that people need throughost their bves. By providing a full spectrum of
services — ranging from wellness sad prevention 1o acute, chronic, sad end-of-life care - we
are impeovisg health cutoomes and addressing the unique needs sad corcumstances of cach
individual patsent,

The effectivencss of these initiatives was highlighted i 0 2007 report’ by the California
Assoaation of Physician Groups (CAPG), which statess It is the experience of moee thas |50
pRasicin groups in Califoenia sead the 59,000 physicians who arc pant of these groups that they
are able wo provide better health care 1o their patiests who are in Modcare Advantage plans than
those in tradstional Medicare ™ While discessing the specialized services that are neoded for
paticats with chronic condtions, the report SEIles that “These Care mamapement services an
possable caly in the context of the MA program and are vireally noa-existent s traditionsd
Medicare "

" The Baperence of Cl Py 0 1he Madicare Advansage 30d Tradimooad Medicaw Programs,
E e S y. Cabfvenm A won of Physian Groups, June 2007
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Allow me 10 peovade soene examples of the types of peograms that are = place & Independence
Bloe Cross. Our Medicare Advamage members benefit from a variety of programs aimed o
improving their carg, including the promotion of prevention and wellness, Here are some
spocifics of these programs:

Our Connecticms™ Health Masagement program is desigsed o help our Maticare Advanisge
members by making them moee infoemed about their health conditions, assisteg them in making
difficult treatment docisions, belping them and ther physcians improve the mamagement of
chronle coaditons, and assisting members and thewr physicians with the cocedination of care.

o This peogram is available w all 165,000 of our Medicare Advantage members, and only
about 2 percont of these beneficianes opt cut of the peogram.

o Approxmsely 0,000 of these members bave one or more of five common chromic illnesses
coromary heant disease, congestive heant fallure, duabeses, chircaic cbstructive pulmaonary
discase, or asthma. An addstiomal 2,600 members have one of 16 |ess commeon chronic
illesses such as Parkinson's Disesse, cheumatoid sethntes, o seizure disonders; and 500 have
end stage renal discase.

*  Using sophesticated predictive modeling tools, we identify those members who are at highest
risk for future health care cvests, smd identify spocific gaps in csee. Examples of these g
in core woeld inchade such events as members with congestive hearnt failure not ca
wproprate moedcation therapy, elevated cholesterol lovels m mombers with heart discase,
lack of approprale monitonag of blood sugars in Sabetics or Blood sugse levels that are 100
high. or the lack of a prescription for a medication incleded in evidence -based
recommendations for a particulse disesse or condition,

o Specislly trainad health coaches, who are typically RN and are available 247, 365 diys &
year, do telephome owtreach 1o these members to address their care gaps, and to help them
undentand their physican's treatment plan and smpeove sel Emanagement of their chrome:
conditions.
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*  These health coaches Gan also pronade shared decision-making suppoet for sy member
facing a number of specific trestment decisions, such & the trestment of kw back pain, oe
the treatment of prostate of heeast cancer.

o The physicians caring for these patients recsive o comprehensive registry, the SMART™
Registry, tha lists cach of their paticnts with o chromic iliness, specific gaps in cire that exist
for cach patient, and how that practace’s overall performance in the masagement of dironic
discase compares to their peers. In addivoe, patient-specific “action” sheets are provided w
the physacias to place in cach patient's chart.

®  The resules of this program are smpeessive:

7 s our 2007 member satisfaction servey, we found that 4 percent of members were
satisthed wigh their Health Coach asssstance and 90 percent were satisfied with thesr
overall program experience. Ninety - four percent said they would recommend the
program to others.

» Maoreover, 97 percent of members with chronic conditions indicaied that they were able
10 folkow their Health Coacl's guidance and nearfy 80 percent of these memberns reporseald
s impeaved ability g0 communicane with thes health care peovider as & resedt of speaking
with 2 Health Coach. Sixty percent sald that speaking wizh a Heath Coach aftected the
quality of care they received from their health care provider.

# Through peovention of complacations and relapses of chronic illness, there was a 10 10 15
percent reduction in the use of inpatient hospatal days and of professional services such as
ofTice visits

7 Ovenll modcal cost trends came dows 1.5 10 2 percent s year cac of the peogram and 3
to 5 percent for year two of the program.

# There have also been increases in specific quality mdicators related 10 each of the chroaic
conditions.
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Our Madicare Advantage members kave enthusisstically embescal wellness programs. At
Independence Blue Cross, during 2006 over 9,000 seaiors enrolled i our fitness programs,
designed 10 encourage and promote healthy, active lifestyles. Almost 60 percent of these seniors
completod B peogrie tinget of 120 visits per yesr, double the et of our son-Modcare
members who enrolied in the peogram.

Ancgher program we have implemented foe Medicare Advantage members s our Physician
Home Visit program. This program is targeted st Keeping bome-bound members healthy. These
members are some of the most medically frail members we have, but their mderlying condition
is oflen o Barrier 10 them keopeng appointments foe physacian visits, and in the absence of timely
care their condition deteromtes. Home visits by o physican are an ideal solution, but no keger
available to most of our members. Therefore, we sdentified a group of physicians willing to
make “house calle™ Our progrem peovades for a phasician 1o condset 3 prosctive home visit to
assess members, ad then the phiysician peovades follow ep care as neaded. This plysiclan also
coondinates care with the member's primary care physician and other specialty physicians as
meadad. While cur program cnly began kst year, other bealth plass have implementod samalar
prognunes and seen high levels of member sitisthetion, improved control of chroaic illnesses, and
reduced use of emergency services.

Finally, on an cagoing basis we peovide Medicare Advantsge ssembers with access o care
coordination throughout their bealth care experience. Examples of this are proactive
coondination of post-hospitalization care needs. When o member 15 schedulad for an dectinve
admission, sech as a Wil knee replacement, we seach out 10 the member 10 identify thes
anticipated posthospatal needs, coordimate with their surgeon, and begin to make armegements
for post-hospital care, such as rehabilitation, before the member actually goes to the hospital. In
selociad cases, we have idestified important pee-operative risks that nealad W be resolvad befoee
surgery. Upon descharge, we follow up with 48 howrs of discharge to make sure the member
usdenstuds thee post-hospital tresament plan and that all necessary care has, in fact, bees put in
phace,
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Our programs are carefully selected 10 mect the local neads of our moesbers, bt are similar o
those of other health plans. In fact. most Medicare Advantage plans offer these types of vaksable
services 10 their members. The latest generation of innovations builds spon the lesons bealth
Insurance plans dave leamead over the past docade about outreach strategies that woek, about
incentives that encourage healthy lifestyde changes sed the use of effective treatments, snd about
how 10 track patients” peogress in oblining recomesendod care. While traditiomal populstice-
based approaches have offered educational materials and other services 1o indivaduals sdentified
s having certain conditions, a growing sumber of plans are now implkementing multi-
dimensional peograms that offer customized care 5o redlect the seventy of each individual's
illness.

For example, an asthma patsent who bas expenienced mwultple tnps to the emengency room
would receive specisheal stiention, meladng regelar phose comspltations with & nune case
manager. Another asthesa paticot who abso sutfers trom depeession would be paired with neeses
and social woekers who could peovide a more mtensive bevel of case mamagement.  Yet another
asthma patsent who takes his medications eegularly and has sot had any rocent esergencies
would receive quarerly newsleters and access to a soll-free hothine so he can contact a nurse
with questions <r concems,

Through all of these activitios, health msurance plans sre working on 2 dasly basas to add value to
the US. health care sysiess and improve pateent cae foe Americans - including Modicare
beneficianies - who have chromac conditions. By peomoting healthy behinvioes and peeventing
umnocesssry complications sd health emergencies, our innovative 1ooks and programs are
promoting the best possible use of cur nation's health care dodlars and eahascing the health,
welkbeing, and peoductivity of the Amesican people.

IV, The Valwe of the Medicare Advantage Program
The creation of the Madicare Advantage program, i rensesed and revitalized under the

Medicare Modemization Act of 2003 (MMA), has provided valuable oppoctunities foe senlors
and dessbled Americans to benefit from the innovations developed and implomensed by prvaste
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health insurance plans. Neardy 9 millson beneficianes currently reccive high quality coverage
through the Modicare Advantage program.

Medicsre Advantage plans of¥er a different spproach 1o Bealth care than deneticiaries expencence
wder the Medicare FFS program. Insteod of focusing almost exchesvely on treatmg
beneficiamies when they are sick or injured, we also place » stromg emphasas on preventive health
care services that help 1o keep beneflcancs healthy, detect disemses at s carly stage, and work w
avoid peeventable illnesses.

The chronie care initiatives cuthmed = the peevious section have special significance for cur
mstion's Medicare beneficares, Independence Blue Croes and other Medicare Achantage plans
Tave bees at the forefront in offenag care cocedination and management services thal see nod
available in the Medicare FFS program. The entire scope of privae seckor strategies ~ from
health coaching to predictive modeling to customized care plans — ane an integral part of the
value beneficanes recesve through Medicare Advantage. These benefits we panticalarly
impoetant to the frail elderly and others with multple chronic conditions.

In addition 10 impeoving patsent care for chrosse (linesses, the Medicare Advantage peogram sbso
provices many additiosal benefits that are not meloded = the Medicare FFS benefits pockage.
Acconding %o the Conters for Meadicare & MoScaid Services (CMS ), Medicare Advanisge plans
are providing enrollees with, on average, savings of almost $90 per moath - through improved
benefits and Jower out-of-pocket costs ~ comparad to whart they would pay m the Modcare FFS
progres. For example:

* Protecion Against Out-0f-Pockes Costy: Many Medicare Advantage plars peovide
protection aganst high anmml expenditures to ensere that the most vulnerable beneficiaries
see nol deniad services bocause they cannat affond the cost-shanng requirad in the FFS
program. In 2008, more than 99 percent of all beneficiaries have access %o o plan that has
out-of-pocket limaes for the year of $5,000 or bess and S4 porcent of beneficianes have access
10 & plas option with ow-ol-pocket limits foe the yemr of $1,000 or less. AdScicaally, more
than 99 percent of beneficanes com select a plan with out-of-pocket maximums for mpatient
haspital stays.
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o Alernative Cost-Sharing: Medicre Advantage plans sl put peeventive beselits s
physicians services within reach. Withow Mediare Advantage, many beneflcianes would
be requred to pay 20 peroent cost-shanng 10 go to the doctor or receive & pelvie or prostate
exmm Medicare Advantage plans see readily aviilable o slesost sll Modcare beneficlanes
to enswre that cost-shanmg is not a bamier 10 these mocded services.

» Whele traditional Medicare has a 20 percent cosinsurance for primary care visits, many
Madicare Advantage plass ofTer no of kow co-pavments. Saxty percent of benelicrries
have access 10 a plan with no cost-sharing foe primary care visits, and almost 99 pescent
of beneficiaries can select 3 plan with $10 or kess a8 2 co-payment for primary cane visits,

»  Over 9 percont of all Medicare Advaniage plams do not charge cost-sharing for
serecenings foe prostale, pelvic, and Beesst cancer screcsings.

o Addicensl Beocfits; Medicare Advantage plans also often provide coverage for benedits noe
offered by FFS such as peoventive eye and bearing exams. About B0 percent of all Madicare
Advantage plans offer coverage for these benedits.

In addition, CMS his relessed findings ' showieg that MoSicare Advantage enrolless - when
compared to beneficanes with only FFS coverage - are Jess likely 10 report thart they have no
doctor, less Tikely 10 report St they Bave no ususd source of care, sed Jess likely 10 report et
they have trouble getting needed health care services. CMS indicates, based ca 2008 data, that:

* 26 porcem of beneficiaries with FFS only reporved they did not have a usmal doctor,
compared 10 caly B percent of Medicare Advistage enmlloss;

® 17 percent of beneticlaries with FFS only sald they delayed care because of cost, compered
to only 6 porcent of Modcare Advantage enrollees; and

" OMS. Medicre Advarage B 307, Narch 2007
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o 7 percent of beneficiarics with FFS only ssad they had trouble petting care, compared 1o caly
5 percent of Medicare Advantage enrollees.

Finally, | want 1o highlight the findings of 2 2007 AHIP survey’' regarding the important role
Medicare Advantage plars play in providing health secunty 1 Medicare beneficanes.
Accoeding to this survey, 25 percent of Medicare Advantage earollees - including 62 percent of
hrwdncome beneficiarics — sad they would skip some of the health care restmsents they
curmrently recesve if the optiom of choosing o Medicare Advantage plan was taken away. Another
42 pereent sind they would pay bigher out-of-pocket costs if the optican of choosing @ Mod
Advantage plan was taken away.

The AHIP survey also foend that 90 pescent of benetlciaries enrolied = Medicare Advanage are
satisfied with their conerage overall. Other Fadings show that 3 large majonty of beneficanes
are satisfied with the quality of care they receive (93 percent ), the sumber of doceoes from whach
they can choose (92 percent), the benefits they recene (B9 percent), the coverage they recenve for
preventive care (37 percent), thes ow-of-pocket costs (80 percent), aad the coverage they

receive for prescrption drugs (76 percem ),

V.  Conclusion

Thank you foe wenng our perspectives oo the Modicare Advantage peogram. We appreciale
this opportunity o testify about the roke health insuranoe plans are playing = peoviding Medicare
beneliciaries wath high qualicy, affoedable, compechiensive health coverage. We srge the

subcommitice %o continue to support adequaie funding for the system of competition, choice, and

insovation that is delivering savings and vadee 1o nearly 9 million Modicare Advanuge eseollecs

R oon] Servey OF Sorvors Repondiog Madioere Adventage, Ayrcs, Moleary & Assocades, [oc, and The Ghover
Park Groap, Peboaary 260 - March 22007
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———

Chairman STARK. Thank you.

Dr. Lyons, were you guys in business in 1997?

Dr. LYONS. Yes, sir.

Chairman STARK. You were offering those same services to your
members in 1997?

Dr. LYONS. Some. Not all.
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Chairman STARK. But you offered them? You offered the same
kind of a program that you just outlined?

Dr. LYONS. We did not have our comprehensive Connections
program at that time, Mr. Chairman. No.

Chairman STARK. How about in 2003?

Dr. LYONS. It was not as robust as it is today, no.

Chairman STARK. All right. Let me just run down the line. And
I know you don’t like to cheer for your competitors, but—and they
are not really your competitors—but Pilgrim in Boston, Puget
Sound in Seattle, Kaiser in California, Ford in Michigan,
Marshfield Clinic in Wisconsin, would you say they are all similar
to the kind of a plan you just outlined?

Dr. LYONS. I think they do. They are well-known for their qual-
ity, sir.

Chairman STARK. No. But they have the same general disease
management and all of these things that——

Dr. LYONS. Many of them do. NCQA now certifies these kinds
of programs and organizations. We all submit data to them.

Chairman STARK. And they were all chugging along in 1997, fat
and happy at 95 percent of the AAPCC. And many of them, I am
aware, operate at less than 100 percent of AAPCC. Why should we
pay them any more?

Dr. LYONS. The investments that have been made in systems
that aren’t tied to delivery systems, systems that are more open or
substantially more, it is much harder, actually, to engage physi-
cians who aren’t on your payroll, who actually aren’t part of your
delivery——

Chairman STARK. Well, not all of these guys have docs on their
payroll. Kaiser does; it is a staff model. But not all of them do.
Many of them operate as managed care plans, and they—well, I
have trouble.

Are you familiar with what is referred to as boutique medicine,
as provided generally by primary care docs?

Dr. LYONS. Is that where physicians opt out of the Medicare
system and take

Chairman STARK. Or if they are not in the Medicare system,
they charge you maybe 1500 bucks and you get 24/7. You get their
home phone and——

Dr. LYONS. You know, that sort of arose a few years ago. I
haven’t heard a lot of it recently.

Chairman STARK. Well, it could be done. When I go into Medi-
care, it will cost you taxpayers nine, ten grand a year. And so for
15 percent over, I could get a boutique and have a full-time—you
know, just like the President or somebody else, or a movie star,
have a full-time physician, basically. And I think that is great.

I just guess I have trouble figuring out why we would pay for it.
And I would ask Dr. Thames. United Health Care basically is the
insurer with whom you contract. Is that correct?

Dr. THAMES. Yes, sir.

Chairman STARK. And they sell a Medicare Advantage—they
provide you the Medicare Advantage policy, and you put your name
on it. And if I buy a membership, I can get it through you, but it
is basically operated by United Health Care. Is that
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]l)r. THAMES. You get it directly from them. We don’t sell any
policy.

Chairman STARK. And they don’t offer the private fee-for-service
plan, do they?

Dr. THAMES. That is absolutely correct, sir. It is against our
policy to support private fee-for-service plans.

Chairman STARK. And I think that I recall in this conversation
some time back that Mr. Novelli, your chief executive officer, said
to me—and I don’t think I am quoting him out of context or incor-
rectly; if I am, you should let me know and I will set the record
straight—but that he felt that they should provide these plans at
no more than 100 percent of fee-for-service costs.

Dr. THAMES. That is correct, Mr. Chairman.

Chairman STARK. So I think you are to be commended for that,
and I am sure that—is Independence Blue Cross going private? Are
you going to become for-profit?

Dr. LYONS. No, sir.

Chairman STARK. No?

Dr. LYONS. No. We are merging with Highmark Blue Cross.

Chairman STARK. And are they not-for-profit?

Dr. LYONS. They are also a hospital charter organization, just
like we are.

Chairman STARK. You are going to stay nonprofit?

Dr. LYONS. Yes, sir.

Chairman STARK. Good for you.

Mr. Mattes, in your hospital, how many physicians have privi-
leges there?

Mr. MATTES. We have 43 on our active medical staff.

Chairman STARK. Have you got a lot more in the community
than that?

Mr. MATTES. No. That is the entire county.

Chairman STARK. That is kind of interesting. You have got 43
doctors and 21 plans.

Mr. MATTES. And only 25 beds in the entire county.

Chairman STARK. Do you need one plan for every two doctors?

Mr. MATTES. Well, I was thinking the same thing. Actually, we
believe there will be more plans. We are aware of some that are
being sold in addition to the 21 that have actually hit our door.

Chairman STARK. As I say, does it really offer a lot more choice
in your what we will refer to as a rural community without de-
meaning you, I am sure

Mr. MATTES. Well, there is choice in plans but not choice in pro-
viders, in reality, because we live in an isolated part of the State
where they have to travel over a mountain pass.

Chairman STARK. I understand that. Does every plan let you
have every doctor?

Mr. MATTES. Yes.

Chairman STARK. So if I signed up with any one of the 21
plans, I wouldn’t be denied the opportunity to see any one of the
43 doctors?

Mr. MATTES. Well, I will take that back. One of our plans is a
PPO plan. So that one has to have members signed up for—partici-
pating members in the plan. And I don’t know whether all of them
are signed up for that one or not.
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Chairman STARK. I guess I wanted to ask Mr. Lipschutz, in
California I know that we have attempted over time to deal with
marketing. And I don’t know what the restrictions on these types
of policies—I don’t know what you would call them, like AFLAC,
where you get sick, you get 50 bucks a day. And those are the types
of plans you are referring to that are sold under the guise of being
Medigap. Is that

Mr. LIPSCHUTZ. These Medicare Advantage gap plans that we
learned about are essentially limited benefit plans that are bundled
together, such as hospital indemnity plans, plans that will pay
out—

Chairman STARK. But just help me here a minute. They don’t
offer anything but a fixed amount per day, regardless of what trig-
gers it. Otherwise, it would seem to me they would come under the
Medigap rules.

Mr. LIPSCHUTZ. Correct. It is our understanding that the cur-
rent anti-duplication provisions in Federal law apparently allow
the sale of these types of products

Chairman STARK. Because all they offer is so many dollars a
day?

Mr. LIPSCHUTZ. Pay a cash benefit, yes.

Chairman STARK. Pardon?

Mr. LIPSCHUTZ. They pay out a cash benefit when people incur
expenses.

Chairman STARK. That is it. And then you can then spend the
money any way you want. They don’t send it right to the doctor or
the hospital; they just send you a check for X bucks a day.

Mr. LIPSCHUTZ. Correct.

Chairman STARK. But I think what your testimony was saying,
they are thinly disguised or suggested in the marketing approach
that they are Medigap, as people remember buying it from AARP
or Blue Cross or whomever. Is that a fair assessment?

Mr. LIPSCHUTZ. Based on what we have found in advertising,
it looks like to beneficiaries it is pitched as just limited benefit
plans that will pay out cash benefits when you need services. But
to agents selling the plans, it is clearly pitched as a plan meant to
fill in the gaps of Medicare Advantage and meant to be sold along
with Medicare Advantage plans in order to fill in those gaps.

Chairman STARK. You are familiar with the California Insur-
ance Commissioner’s office?

Mr. LIPSCHUTZ. Yes.

Chairman STARK. And you have been doing what you have been
doing under both Republican and Democratic administrations,
when John Garamendi was insurance commissioner? I don’t know
who it is now, but——

Mr. LIPSCHUTZ. Steve Poizner.

Chairman STARK [continuing]. Do you find them to be pretty
even-handed, pretty effective, pretty good at governing insurance
agents and practices?

Mr. LIPSCHUTZ. As far as we can tell, yes. However, in the
Medicare Advantage context

Chairman STARK. Keep going.

Mr. LIPSCHUTZ. All right. I was going to say
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Chairman STARK. Let me ask the question. It sounded like—I
have figured it out. But you go ahead. I know what you are—go
ahead.

Mr. LIPSCHUTZ. Thank you. In the Medicare Advantage con-
text, the jurisdiction of State departments of insurance is, by and
large, limited to the regulation of insurance agents selling Medi-
care Advantage products, and the individual State departments of
insurance have very little jurisdiction over the actual Medicare Ad-
vantage plans themselves and Part D plans.

Chairman STARK. Let me say it another way because Mr. Pom-
eroy would say the same thing and I think it is an important dis-
tinction here. CMS can regulate the plans, and CMS federally can
fine Dr. Lyons’ plan or United Health. But CMS can’t—if Dr. Lyons
company were to employ a broker, an independent agent—I don’t
know. Do you do that? I would presume

Dr. LYONS. No. We have our own staff.

Chairman STARK. You sell all direct?

Dr. LYONS. Our employees——

Chairman STARK. You don’t allow insurance brokers to sell?

Dr. LYONS. Yes. Within our market area, we only have our own
staff.

Chairman STARK. Other Blues do, though. Other Blues allow
brokers. And what I am trying to get at is the Federal Government
has not ability—they can punish Dr. Lyons’ plan, but they can’t
punish or regulate the individual independent brokers or agents.

And it is often the plans who have great intentions, but then
they pay a commission to any sales person operating under State
licensure who are very aggressive, probably good at what they do,
but sometimes they may cut a few corners on explaining benefits
and selling in the best interests of the consumer.

And I just wanted to see if you would agree that that would help
us in California if somehow we could let the State commissioners
who—at least in California, I think, and I am sure in Pennsylvania
they do as well—regulate sales practices. And would that—it
couldn’t affect your plan. Correct? I mean, because you do it di-
rectly anyway.

Would it affect your plan, Dr. Thames, if the States in which you
operate

Dr. THAMES. Mr. Chairman, it could affect it in Florida. On the
other hand, we don’t allow all agents of United to sell AARP prod-
ucts. We have special requirements of the agents that sell those
pri)ducts. They are required to do outbound follow-up calls after
sales

Chairman STARK. Would it trouble you if the various State in-
surance commissioners were——

Dr. THAMES. No, sir. It would not trouble us at all.

Chairman STARK. I guess that is the point I was trying to get
at—

Dr. THAMES. Yes, sir.

Chairman STARK [continuing]. Is that the companies can have
the best intentions but can’t often control the independent agents,
certainly as you do. And that might be an advantage.

Thank you for your testimony. Mr. Camp, would you like to in-
quire?
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Mr. CAMP. Yes. Thank you. I would agree that Mr. Pomeroy has
a good point, and I spoke to him informally after he made his com-
ments.

Dr. Lyons, you were beginning to sort of talk about the costs of
engaging doctors not on your payroll. Could you just elaborate on
tﬁat a little bit? I don’t know that we got the complete thought
there.

*Dr. Lyons. Thank you, sir. In order to set up systems of care,
particularly systems that monitor quality of care and promote con-
tinuity of care, you either have to, A, have physicians who are
aligned in a system because of contract economic incentives, or B,
you have to put an infrastructure in yourself. And we have done
the latter, and that is what many plans have done over the past
five to six years, put in extensive infrastructures of quality man-
agement and care improvement, to act as sort of an overlay to the
system to promote quality.

And if I may just briefly continue, there is no question that there
is good evidence that this does work. We see sequential and statis-
tically significant improvements across a wide variety of care out-
comes. There is very limited opportunity to compare our care out-
comes with fee-for-service, but when those comparisons have been
made, for example in the well-cited study by Stephen Jencks in
2003. There was no question that Medicare Advantage plans in
general produced better clinical outcomes than were extant in the
fee-for-service system.

Mr. CAMP. All right. Thank you.

Mr. Mattes, you mentioned, I guess in response Mr. Stark’s in-
quiry, that because there are 21 plans and they cover all your doc-
tors, that they don’t really negotiate much in terms of discounts.
Yet in your testimony, you said Medicare Advantage carriers will
use market leverage to force discounts in payment rates. And then
you go on to say that those are provided to beneficiaries, but that
hurts small hospitals such as yours.

But clearly, are they negotiating discounts and leveraging or are
they not?

Mr. MATTES. Representative Camp, the comments in my testi-
mony were prospective. We are not negotiating with any of those
plans other than we have one PPO contract. However, it is my un-
derstanding that fee-for-service plans can, when they aggregate
enough volume, initiate negotiations with providers. And our fear
is that they will attempt to leverage us in those negotiations.

Mr. CAMP. So you are concerned that this is in the future. If
this plan is allowed to continue, they will actually negotiate dis-
counts for their beneficiaries in some fashion.

Dr. Lyons, can you briefly also explain in a little more detail
some of the benefits your plan offers that traditional Medicare does
not, and efforts in terms of coordinating care and wellness? If you
could just comment on those, I would appreciate it.

Dr. LYONS. Yes. You are welcome, sir. I would sort of put them
in three categories. At the front end are prevention and wellness
services that are not provided to fee-for-service beneficiaries. This
would be coverage for services that are needed to prevent disease,
reminders and promotion of those services, and then a fairly broad
array now of what we would call lifestyle modification programs—
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smoking cessation, fitness. Probably our most popular benefit is our
fitness program, free gym membership to seniors; and of course,
obesity and weight management, currently the biggest epidemic.

And in the middle is a series of programs that are largely edu-
cational in nature, a fairly broad base. But they also allow mem-
bers who do have specific conditions—we currently have developed
clinical modules for 21 clinical conditions that actually have very
intensive education and coaching, more serious events such as
prostate cancer, breast cancer, and so forth and so on.

And at the third level, for folks who are actually engaged in a
chronic illness and are significantly ill or disabled, we have much
more extensive problems with extensive literature, one-on-one
coaching, and so forth.

So that is kind of at the core. More recently, as we have tried
to work with our delivery system and fill in the holes and gaps that
we see, particularly around frail, elderly care are our homebound
physician program.

Mr. CAMP. Thank you. And I don’t mean to interrupt, but I am
running out of time. But this comprehensive approach, is that suc-
cessful in keeping patients healthy and out of the hospital? And if
so, has that reduced cost?

Dr. LYONS. Yes. Both. It both improves clinical outcomes—we
measure them regularly, we report them regularly, and we do have
data that shows that there have been statistically significant reduc-
tions in both in- and outpatient care for the managed population
compared to the non-managed population in each of the three and
a half years since we launched our robust programs.

Mr. CAMP. And is traditional Medicare capable of offering pro-
grams like that?

Dr. LYONS. No. I don’t see how the program could. I am privi-
leged to serve on the Advisory Panel for Medicare Education, and
I actually have chaired the panel the past two years. So I have a
wonderful window seat to see all of the wonderful innovations that
the fee-for-service program is bringing. But to get to that level
would take substantially more investment, time, and a different
approach.

Mr. CAMP. All right. Thank you. Thank you, Mr. Chairman.

Chairman STARK. Ms. Schwartz, would you like to inquire?

Ms. SCHWARTZ. Thank you, Mr. Chairman. I appreciate it. And
I thank all of the panelists. And I did want to start with, I guess,
my own home-grown—not a constituent, I don’t think, necessarily,
Dr. Lyons, but——

Dr. LYONS. Almost. I am just over the line.

Ms. SCHWARTZ [continuing]. But I certainly wanted to talk
about some of the things that you have talked about, and hopefully
be able to talk a bit more about some of the private fee-for-service
plans, which I know you are not talking about.

But I was interested in the fact that—I wonder if you could give
us more information about some of the successes. I mean, you real-
ly talked—and many of us here, the only real statistics we end up
hearing about the success of more managed programs and more
prevention are really patient satisfaction, which is a piece.

That is fine. But really, I think one of the things we ought to be
really concerned about is actually have we really improved out-
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comes? Are people—their health status improved, actually? And are
we doing it in a more cost-efficient way? That would be helpful to
know. Do you actually have hard data on that and—well, why don’t
you answer that first. And then I wanted to know how much more
it costs.

Dr. LYONS. Yes. Yes, ma’am, we do. We have data about all
three of those arenas. So when it comes to—do the systems we use
to promote prevention, do they work? And I would say the two
major pieces of that are we actually measure and monitor and re-
ward primary care physicians for superior performance in preven-
tive care. So that would be programmatically what we do, number
one.

And then number two, we have extensive outreach campaigns
with members to promote the use. And we use a scientific survey.
We report the data publicly. And there has been significant im-
provement from the times that we started the programs.

Also, if we do plateau, we gather clinicians and just, as an exam-
ple, some years ago it was very clear that there just wasn’t enough
interest in the radiology community to provide basic mammography
any longer. It just wasn’t something they were—so we brought
them together, brainstormed, and improved some access issues.

And so, yes, we can show you how that over time

Ms. SCHWARTZ. I would be interested to see some of that hard
data because otherwise really it’s so much—you are not required,
though, to give that to CMS or to the government?

Dr. LYONS. Well, actually, yes. We do report all of our clinical
outcome studies via NCQA to CMS, and also via annual—including
utilization data. I know that came up earlier. But we do provide
utilization.

Ms. SCHWARTZ. There is a lot of utilization data we don’t actu-
ally get. But again, utilization is different than outcomes. And that
is something that we are really interested in.

Can you tell us how much more you get paid under the Medicare
Advantage?

Dr. LYONS. Well, I am not an actuary, Congresswoman. But
what I would say is that——

Ms. SCHWARTZ. Well, we know on average that nationally we
are paying 12 percent more. Are we paying you 12 percent more
for Medicare Advantage?

Dr. LYONS. We don’t think so. No, no, we do not think so. Our
actuaries do not think that the overpayment in our market basket,
the five counties of Philadelphia, even approaches that much. And
what we really focus on, because we are a legacy plan who have
been out there for a long time, is really what happens year over
year.

For example, in 2007, our payment increase from CMS was zero.
It was flat. We got nothing, at a time when healthcare cost infla-
tiori1 in Philadelphia—which as you know is medically rich; it is
really——

Ms. SCHWARTYZ. Yes. We have great assets.

Dr. LYONS. We have great assets and high use of great assets.
And so our:

Ms. SCHWARTZ. But you are saying you don’t know how much
more you get paid for Medicare Advantage than
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Dr. LYONS. No. As I say, our own studies think that it is a triv-
ial difference, that the difference between Medicare fee-for-service,
given a lot of the complexities and nuances about our payment
stream, is very little different from fee-for-service beneficiaries.

And what we do know is that medical inflation in Philadelphia
typically runs anywhere from 6 to 8 percent. And when that gap
intrudes itself, we have nowhere to go with

Ms. SCHWARTZ. Yes. But I am sorry. That is not the question
I am asking.

Dr. LYONS. Yes.

Ms. SCHWARTZ. We actually have a President’s budget that is
not acknowledging any medical inflation at all. So inflation, med-
ical costs, they are either flat funding or cuts. So that is really
barely on the table. I mean, we are actually raising that as to
whether that is reasonable.

But my real question is that you are providing these additional
services—well, you actually didn’t really say they were—well, some
of them are services. But how much more does that cost you to do
that? You can’t tell us that, or you don’t know it?

Dr. LYONS. I know what our administrative costs are. I do know
that. As to the question of how our payment rates relate to the fee-
for-service system, I don’t have a specific answer. But I could cer-
tainly find out.

Ms. SCHWARTZ. One of the things we are obviously concerned
about and interested in is that if we are paying—the public tax-
payer is paying more money to get services to Medicare bene-
ficiaries, to just some, about 20 percent of our beneficiaries, we
want to make sure that we are using those dollars well—right?

Dr. LYONS. Very reasonable.

Ms. SCHWARTZ. And if in fact it is really very wonderful and
working, then why doesn’t everybody get advantage of this? And
most of the Medicare managed plans—I am assuming you have
said yours as well—is that you can do more for the same amount
of money by managing it better, by being smarter, by being more
efficient, by doing prevention. Right? And then they come back and
say, we still need more money.

So it is kind of inconsistent. We are trying to figure out if there
is a way to actually say if you really are saving lives and keeping
people healthier, having better outcomes, then you are saving some
dollars. So why do we actually have to pay you extra for that?

Dr. LYONS. I think, again, these are complicated questions.
There are no simple answers to them. But my own perspective is
that the system itself is very badly flawed. In other words, the
overall healthcare delivery system—we are just a part of it.

But we operate with a much larger system, with all sorts of in-
centives that are not particularly well aligned with quality and ac-
countability, all of which is very well documented in Institute of
Medicine and other reports. So we are a bit swimming upstream
doing the best we can.

Ms. SCHWARTZ. Well, I understand. Actually, I think you are
being incredibly modest. For those who don’t know, Independence
Blue Cross has a huge percent of the marketplace in southeastern
Pennsylvania and is a very big player in potentially making big dif-
ferences in the creating incentives and the way we do things. So
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I appreciate your modesty, but I'm not sure that it isn’t true that
you actually have a very big player in the field here and could ac-
tually be very much of a participant.

Just one other question. You really talked a lot about prevention.
You know, we have been trying to incentivize through Medicare,
traditional Medicare, more prevention, more primary care, and cre-
ating those same kind of incentives. We have actually had a real
push-back from the administration about that and from the other
side of the aisle as potentially not being a useful thing to do.

Would any of you think that that is not a smart thing, to actually
be putting greater emphasis, more resources, on prevention and
primary care?

Dr. LYONS. Congresswoman, I would put on my advisory panel
hat for just a moment. I don’t know, candidly, the administration’s
posture. I know at the panel meetings, we panelists have regularly
heard from CMS staff about all the things they are doing to pro-
mote prevention, including systems that would actually somewhat
mirror what we do, which is getting out at least reminders and so
forth to folks, allowing you to set up sort of web-based personal
health registries and so forth.

So I think they are making progress. It isn’t anything such as
what we have and are developing, but still I think important steps
are being made.

Ms. SCHWARTZ. All right. I have many other questions, but I
think my time is up. And I yield back.

Chairman STARK. Mr. Becerra, would you like to inquire?

Mr. BECERRA. Thank you, Mr. Chairman. And thank you to the
witnesses for your patience and indulgence. We appreciate your
being here.

Let me begin with Dr. Thames. It is Thames?

Dr. THAMES. Thames, yes.

Mr. BECERRA. Dr. Thames, thank you for being here. Private
fee-for-service plans, I think you have heard a little bit of discus-
sion about the private fee-for-service plans. I know there is a great
amount of concern about the private fee-for-service plans, not only
because of a lack of oversight, but because they seem to be pro-
viding a lot of offers but less in actual services and value for serv-
ice.

And so I am wondering if you can—and if you have already an-
swered this, I apologize—but does the AARP’s plan that it uses
with some of its private insurance company providers work with
{,)hen; to provide a private fee-for-service plan to its AARP mem-

ers’

Dr. THAMES. Absolutely not. We have a policy, AARP presently
and for a number of years, which is not expected to change, that
says we do not support private fee-for-service plans. And we don’t
plan with our present provider to offer any such plans under Medi-
care Advantage or otherwise.

Mr. BECERRA. Now, and if you can do this briefly, give me an
explanation. Because I think most seniors who are listening who
may understand the difference between a fee-for-service traditional
Medicare program, which they are accustomed to if they have been
on it for a while, as opposed to a health insurance company prod-
uct, Medicare Advantage, called private fee-for-service, they might
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think they are getting the best of both worlds. They are getting fee-
for-service but in a private setting.

And can you give a brief explanation of why you avoid using pri-
vate fee-for-service plans?

Dr. THAMES. Yes, sir. I will try to keep it very brief. First, they
are the highest paid of the policies, and again, our policy is for eq-
uity in payment, as MedPAC and others have recommended. So
that is the first thing that would not qualify them.

Mr. BECERRA. And when you say paid, meaning government
payments through Medicare for the insurance carrier?

Dr. THAMES. Eighteen percent more than they do for traditional
Medicare. Secondly, they are not required to belong to quality im-
provement organizations, and we believe that that should be part—
as it is for the other Medicare Advantage programs—a require-
ment.

Third, they are not required to do coordinated care, and we feel
that is very important both in better medicine and lowering costs
for medicine as a whole. And last—or perhaps one of the other rea-
sons, at least; it may not be last—but at least one of the other ones
is from what we have seen, most of the complaints that come in
that we have looked at come from problems that are with private
fee-for-service plans.

And again, another reason is we don’t believe in balanced billing
for people on Medicare programs.

Mr. BECERRA. So I thank you for outlining the Medicare Ad-
vantage problems with their private fee-for-service plans. Let me
ask you this: As a doctor, if I needed to get a hearing aid, what
is the average cost or what am I looking at in terms of a cost for
a hearing aid?

Dr. THAMES. Well, you are looking at—and it is of interest that
we are looking at hearing aids because so many of our people want
those—you are looking at from something like Miracle Ear or some-
thing along that line for just a couple of hundred dollars to the best
digital hearing aids that may cost you $2500 an ear for those, so
that that is definitely a very high cost item.

Mr. BECERRA. And so we are hearing more and more about
some of these Medicare Advantage plans that are offering these
wraparound packages or saying that they are offering a great deal
of benefits if these seniors were to switch over from regular, tradi-
tional fee-for-service to the Medicare Advantage program.

And I have information here about a program in Michigan, a
Medicare Advantage plan in Michigan, that lists for those who are
thinking of switching over to their plan that it provides dental,
hearing, and vision benefits in their plan. They say that in their
plan summary, that they provide those benefits in dental, hearing,
and vision, and that there are no co-payments.

Obviously, any senior hearing that—no co-payments; I go in, I
don’t have to fork over any money for going in for that visit or for
that particular product. But then at the end of the explanation of
benefits, at the very end, you read the following: “Dental, vision,
and hearing benefits are part of the basket benefit. The basket ben-
efit is capped at $700 annually for all of these services.”

And so in essence, what they are saying is that we offer you
these benefits. You don’t have to pay anything up front. But if you
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don’t finish reading this whole paragraph or this whole page, you
won’t notice that you only get $700 worth of this. And so if you try
to get a couple of hearing aids, you get the cheapest ones, you have
already used up $500 of your $700 benefit. Forget about vision and
contact lenses and dental, that who knows how much it will cost.

But is that the way that you allow any of the Medicare Advan-
tage plans that you work with to market to your seniors?

Dr. THAMES. No, sir. As I indicated a little earlier, we have—
the only agents for United who can offer our products are people
who have had special training on selling those products and being
completely honest, and fully disclosing to them, and have to take
tests and pass those.

Secondly, they have to sign a code of ethics. And last, we do se-
cret shoppers from AARP—not from our carrier, but from us—to
ask our people and listen in to the sales pitch and see if they are
really doing what they say they are supposed to do and what they
have signed up to do.

And then, as I indicated earlier, after the calls, we have the out-
bound follow-up calls that we also require. So we have a limited
number of agents within that company who do that, and we hope
that we are going to have the highest quality standards in the
business.

Mr. BECERRA. Mr. Chairman, I know my time is expired. If I
could just ask Mr. Lipschutz one question, and that is: You have
heard what Dr. Thames from AARP has said, that they undertake
to do some oversight of these Medicare Advantage plans. Do all
Medicare Advantage plans do that type of oversight?

Mr. LIPSCHUTZ. It is my understanding that no, most of them
don’t. And looking at the United Health plan that AARP has lent
or sold its name to, other products under that umbrella have been
a source of significant complaints in the field of marketing. For ex-
ample, Secure Horizons products in California, they do sell private
fee-for-service plans, and they are targeting dual eligibles in some
areas that has resulted in significant harm to beneficiaries.

Mr. BECERRA. I appreciate it. Thank you, Mr. Chairman.

Chairman STARK. Welcome. I acknowledge the presence of our
distinguished gentleman from Texas, Mr. Johnson. Would you like
to add some wisdom to this, Mr. Johnson?

Mr. JOHNSON. Thank you, Mr. Chairman. I appreciate that. I
don’t know about the wisdom part.

Dr. Lyons, Independence Blue Cross provides physicians with in-
formation that compares their practice’s ability to manage chronic
disease against performance of their peers. Do you find that infor-
mation useful, and do you believe other physicians can learn from
those comparisons?

Dr. LYONS. Yes. Yes, sir, I absolutely do. We developed those re-
ports with their input, and so we try to make sure at the front end,
sir, that this is going to be useful information, that it won’t be in-
flammatory, that it will be helpful to them, and actually help them
give better care.

I don’t practice any more. I did for many years. I practiced in a
very rural community. And candidly, I would have loved to have
gotten more information about care gaps so that I would have
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known better exactly who was getting what and what they needed
at the time of their care.

Mr. JOHNSON. Yes. That is good. Thank you very much. I am
going to yield to Mr. Camp, if I may, some of my time.

Chairman STARK. Without objection.

Mr. CAMP. Thank you. Thank you very much.

Dr. Thames, do you have information that you can make avail-
able to this committee about any concerns you have received from
Medicare beneficiaries on any marketing and sales tactics used by
AARP’s Medicare Advantage plans? Have you got that information?

Dr. THAMES. I don’t personally have it, Mr. Camp. I will cer-
tainly—and my staff people are here from AARP—go back and see,
since we only began to have these programs since January. But I
will be happy to provide any material that we have to the com-
mittee.

Mr. CAMP. And also, to help us evaluate the effectiveness of
these plans and the satisfaction people have with these plans——

Dr. THAMES. Yes, sir.

Mr. CAMP [continuing]. If you have those sorts of complaints or
any concerns about people that are in AARP’s Medicare Advantage
plan that maybe didn’t realize they were in it or any of that na-
ture. I think we are very interested in sort of the sales and mar-
keting side of this as well.

Dr. THAMES. Yes, sir.

Mr. CAMP. And I think that is something we want to try to
move forward with together.

I guess I would just say I appreciate all of your testimony. Thank
you very much. Thank you, Mr. Chairman.

Mr. JOHNSON. Thank you, Mr. Chairman.

Chairman STARK. Well, I want to thank you. I wanted to ex-
plain to the witnesses that for a variety of procedural reasons, the
House has finished, perhaps an hour ago, its deliberations, formal
deliberations, for today, I guess for the rest of the week. And so
many of our colleagues headed home to escape this wonderful
weather. And I want to suggest to you that your testimony is ap-
precigted. The efforts in getting here and your patience is appre-
ciated.

And I hope, although each of you have some different ap-
proaches, that just to summarize, I think we could say to Dr. Lyons
that all of us appreciate the many advantages that are possible
under a coordinated, multi-discipline practice. And we appreciate
groups that have the huge resources like AARP, as well as rural
communities that wish they had more resources, and through mod-
ern technology and digital imaging may get the advantages of
group practice over the internet and in other manners.

And then the consumer advocates like Mr. Lipschutz, who just
offer tremendous help to congressional offices, who often hear these
complaints or hear the bewilderment of seniors wondering what
they now have and why they can’t see the doctor they saw before,
or why Kaiser is raising their rates so much. I don’t suppose that
Blue Cross does that, but you hear it.

And so what we are trying to do is figure out—on the one hand,
we are hearing the clarion call that Medicare is going to go broke.
And we have got to figure out how best to reimburse all the profes-
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sionals who work hard to get the best quality we can. And your
contributions to enlightening us in that direction are very much ap-
preciated. I want to thank each of you for taking the trouble to be
here and helping us.

And with that, the hearing is adjourned.

[Whereupon, at 1:04 p.m., the subcommittee was adjourned.]

[Submissions for Record follow:]

Statement of Association for Community Affiliated Plans

Chairman Stark, Ranking Member Camp, and Members of the Subcommittee, the
Association for Community Affiliated Plans is pleased to submit a statement for the
record to the Subcommittee on Health of the House Ways and Means Committee
as you examine the cost and value of Medicare Advantage plans.

ACAP is a national trade organization representing 37 non-profit safety net
health plans that serve more than 4.5 million Americans in Medicare, Medicaid, and
other public health programs. Nineteen of our ACAP plans operate Special Needs
Plans (SNPs) as an integral part of their mission. SNPs can assure continuity of
care to dual eligibles who may be served by the plan through a Medicaid contract
with the State or who were enrolled with the plan immediately prior to their Medi-
care eligibility.

We have watched as your committee addresses the very compelling issues of cost,
benefits and marketing practices within the Medicare Advantage program. We wish
to call your attention to a report, Medicare Advantage Special Needs Plans/Six
Plans’ Experience with Targeted Care Models to Improve Dual Eligible Bene-
ficiaries’ Health and Outcomes commissioned by Association for Community Affili-
ated Plans and prepared by Avalere Health.

The executive summary is attached to this testimony

Avalere studied six not-for-profit Medicare managed care health plans across the
country that entered the SNP insurance market over the last two years. The report
consists of case studies of six not-for-profit, community-based SNPs and documents
the variety of ways in which these plans use highly tailored strategies and focused
care models to provide benefits that go beyond traditional models of insurance for
dual eligible beneficiaries. SNPs in the study include Affinity Health Plan,
CareOregon, Community Health Plan of Washington, Denver Medical Health Plan,
Mercy Care, and Neighborhood Health Plan of Rhode Island.

Some of the innovative services provided by these health plans include:

¢ Assignment of patient navigators who are dedicated to helping coordinate the
complexities of Medicare and Medicaid benefits,

* Deployment of intensive, high-touch medical case management programs for
those at highest clinical risk,

¢ Links to community services that address homelessness, hunger, and other non-
medical stressors that can often lead to poor health outcomes and increased
healthcare costs if left unaddressed, and

¢ Enhanced benefit designs that help cover dental care or other services that nei-
ther Medicaid nor Medicare cover but can contribute to decreased health.

The report demonstrates that the SNP designation served as a catalyst for these
non-profit, Medicaid-focused plans to develop coordinated benefit models for dual eli-
gible beneficiaries already served by Community Affiliated Plans for their Medicaid
benefits. These plans are uniquely situated to integrate care under the Medicare
and Medicaid programs.

You have heard from people appearing before your committee that what works for
enrollees is when the right plan with the right incentives is available. We believe
that mission focused plans with strong experience in serving low income bene-
ficiaries can be that “right plan”.

We would be happy to answer any of your questions about how we serve Medicare
dual eligibles or have a member plan present to the committee.

ACAP Member Plans with Special Needs Plans

Affinity Health Plan (NY)
Alameda Alliance (CA)
CalOptima (CA)
CareOregon (OR)

Care Source (OH)
Colorado Access (CO)
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Commonwealth Care Alliance (MA)
Community Health Plan (WA)
Contra Costa Health Plan (CA)
Denver Health Medical Plan (CO)
Health Plan of San Mateo (CA)
Horizon NJ Health (NJ)

LA Care (CA)

Neighborhood Health Plan of Rhode Island (RI)
Santa Clara Family Health Plan (CA)
Virginia Premier (VA)

University Family Care (AZ)

UPMC For You (PA)

Executive Summary

Congress authorized Special Needs Plans (SNPs) through the Medicare Prescrip-
tion Drug, Improvement, and Modernization Act of 2003 (MMA) to encourage health
plans to develop targeted programs to more effectively care for high-risk bene-
ficiaries. Plans have the statutory authority to limit enrollment to one of three spe-
cial needs populations: beneficiaries dually eligible for Medicare and Medicaid, insti-
tutional beneficiaries, and those suffering from severe or disabling chronic condi-
tions. Since the program’s inception, the number of SNP plans and the aggregate
SNP enrollment has grown dramatically, to over 477 plans with more than 1 million
enrollees. This growth has attracted the attention of policymakers and raises ques-
tions about the value of the program and the ability of these plans to design and
deliver programs that meet the unique needs of special needs individuals.

SNPs serving beneficiaries eligible for both Medicare and Medicaid (dual eligibles)
have attracted particular attention, as these plans make up the majority of SNPs
and have the highest aggregate enrollment. The characteristics of this population
demonstrate that it is a population with special needs. Compared to the non-dual
Medicare population, dual eligible beneficiaries are sicker, report lower health sta-
tus, have lower functional status, and are more likely to be disabled. Medicare
spending on a per capita basis is considerably higher for dual eligible beneficiaries
($10,884) than Medicare spending for non-dual eligible beneficiaries ($5,975).

This report focuses on how six not-for-profit, Medicaid managed care health plans
are using the SNP authorization to serve dual eligible members through focused
programs that are tailored to meet their needs. The case study plans are diverse
and vary by geography, plan size, and relationship to Medicaid programs. Despite
this variation, all of the plans invest across four key dimensions that they deem as
critical to serving this population, including:

¢ Coordination of the Medicare and Medicaid Benefit. All plans coordinate the
Medicare and Medicaid benefit and have staff dedicated to helping members
navigate Medicare, Medicaid, social services, and the health system. These plan
staff, often called patient navigators or Medicare advocates, serve as a single
point of contact for members and assist with Medicare and Medicaid eligibility,
Medicaid waiver eligibility and applications, obtaining medical appointments,
securing transportation, and other member needs. While not all plans are in
states that have dual eligibles enrolled in Medicaid managed care, all plans per-
form this coordination function, relying on their Medicaid plan experiences and
relationships to do so.

¢ Intensive medical case management programs. Both the composition of the care
teams and the method of interaction with members are tailored towards the
special needs of this population. Case managers and/or care teams may include
social workers, pharmacists, and other disciplines as well as registered nurses
(RNs). The health plans rely on a high-touch model, which provides frequent
contact between plan staff and members to educate patients on their condition,
address member concerns, monitor health status, and identify healthcare needs.

¢ Links to Community Social Services. The six case study plans also link mem-
bers to key community and social resources to address the non-medical stressors
caused by poverty that often lead to poor health outcomes and increased
healthcare costs if left unaddressed. Plans believe that linking members with
essential social service supports that address needs such as homelessness, hun-
ger, and lack of heating is critical to members’ ability to participate in their own
healthcare. The plans leverage their experiences with low-income populations
and community social service providers to understand member needs and con-
nect them with appropriate social service networks.

« Benefit Design Plans use their Medicare supplemental dollars to fund enhanced
care coordination services to help members navigate the healthcare system. In
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addition, they use these supplemental dollars to eliminate coverage gaps, such
as dental care, that neither Medicaid nor Medicare may cover.

The six health SNPs profiled in this report are employing new models of care to
better identify, treat, and manage the healthcare needs of persons dually eligible for
both Medicare and Medicaid. As Congress and the Centers for Medicare & Medicaid
Services (CMS) look to promote innovative models to serve high-risk populations
such as dual eligibles, these case studies suggest that SNPs that have programs to
meet the social and healthcare needs of the population hold promise of improved
access, quality, and reduced costs.

Currently, Congress and other policymakers are examining the SNP program, and
they are considering additional requirements to ensure these plans are truly meet-
ing the needs of special needs individuals. Stronger requirements and criteria may
contribute to greater consensus around the role of SNPs in providing tailored serv-
ices to these populations. The SNP designation provides an administrative vehicle
for policymakers to set and expect high standards for plans serving special needs
individuals. Such standards can also serve to inform the current CMS and National
Committee for Quality Assurance initiative to develop quality measures for SNPs
that reflect the population and measure plans’ success at improving access and qual-
ity and reducing costs.

———

Statement of Cathy Roberts

My name is Cathy Roberts and I am a senior paralegal here at Empire Justice,
a statewide non-profit law firm focusing on poverty law issues. I work in our Medi-
care Part D (prescription drug) advocacy project, which provides backup training
and support on Part D and related issues to advocates assisting dual eligible Medi-
care beneficiaries in upstate New York and on Long Island, including local SHIP
(State health insurance program) counselors and legal services offices. We have been
conducting an ongoing assessment of available services and unmet needs on Part
D issues in communities throughout New York State.

Our message to the Committee is that that Medicare Advantage plans are par-
ticularly problematic for our dual eligible population in New York State. We will
focus on two specific areas of special concern—marketing abuses and cost-sharing
for dual eligibles.

Marketing abuses

One issue that keeps coming up among our advocacy network is continued mar-
keting abuses of Medicare Advantage (MA) plans, especially among Private Fee For
Service (PFFS) plans. Despite heightened enforcement and outreach on the Federal
and State levels, as well as an aggressive public education campaign by State and
local government agencies, illegal MA marketing practices continue to victimize sen-
iors in New York State.

For example, our SHIP in Broome County has worked with dozens of seniors in
Binghamton and surrounding areas who received “cold call” visits from an insurance
agent selling MA PFFS plans during the fall of 2006 and early 2007.

Many of these seniors were pressured into purchasing MA PFFS policies because
of misleading sales tactics on the part of the insurance agent. The SHIP filed a se-
ries of complaints with the State Insurance Department and in January 2008, the
Insurance Department revoked this agent’s license. The Insurance Department also
issued a press release warning seniors to be particularly cautious of high-pressure
or misleading sales practices during the MA open enrollment period.

We were hopeful that this publicity would have halted or significantly reduced the
incidences of improper MA PFFS marketing practices in Broome County. Unfortu-
nately, the local SHIP has continued to receive a steady stream of calls from seniors
who have been misled by other insurance agents into purchasing MA PFFS plans.
During the most recent influx of calls, the SHIP learned that seniors signed up for
MA PFFS plans after being erroneously told by an insurance agent that “if you have
Parts A, B & D of Medicare, but not Part C, you don’t have a complete Medicare
package.” The agent(s) had not made clear that enrolling in Part C meant losing
their original Medicare coverage under Parts A & B. Once the seniors understood
the full implications of enrolling in the MA plan, they wanted to disenroll. The
Broome County SHIP office has been helping these folks disenroll and get back into
original Medicare.

During discussions with the Broome County SHIP, the SHIP stressed that while
there are many MA plans who provide good customer service and strive to abide
by CMS’ marketing rules, the damage done by the “bad apples”—agents/brokers
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conducting improper home visits to market MA PFFS plans—is considerable. Sen-
iors on limited incomes are pressured into obtaining MA coverage they don’t want
or need; the coerced MA enrollment results in a disruption of medical care or pay-
ment for services (because many times seniors learn after the fact that their doctors
do not participate in the MA PFFS plan); and it takes significant time and energy
to help these seniors straighten things out.

Unfortunately, improper MA marketing practices are not limited to Broome Coun-
ty. We have learned of these practices occurring throughout upstate New York—in-
cluding Jefferson and Niagara counties—and in New York City, and some of the vic-
tims have been dual eligibles. Dual eligibles are particularly vulnerable to MA mar-
keting abuses since their Low Income Subsidy status allows them to enroll in, drop
or swc_i{tch MA plans on a monthly basis, not just during the annual open enrollment
period.

While the steps taken by CMS to crack down on MA PFFS marketing abuses have
been helpful, the problem is so pervasive that a more sweeping solution is needed.

Cost-sharing issues for dual eligibles

Some dual eligibles enrolled in MA plans are being improperly charged for co-pays
that should be picked up by their Medicare Savings Program or by Medicaid. We
have only recently started to hear about this problem, probably because more dual
eligibles are enrolling in MA plans. It is an extremely complicated and time-con-
suming issue to address on an individual case basis there are different cost-sharing
responsibilities among the various categories of dual eligibles. So for an individual
beneficiary you must:

¢ figure out the beneficiary’s dual eligible status (are they QMB, SLIMB, QI-1?
Do they also have Medicaid?) ;

« assess the State’s cost-sharing liability using the CMS cost-sharing matrix;

« if the State is responsible, go back to the plan and the person’s medical pro-
viders and advocate to get them to follow the proper billing procedures, which
may require the filing of an appeal or grievance on the client’s behalf and/or
require CMS intervention.

These are steps that require fairly extensive knowledge of Medicare and Medicaid
as well as considerable advocacy skills. How do we expect our disabled and elderly
beneficiaries to be able to navigate through all this?

The dual eligibles with the lowest income—QMBs (with or without Medicaid)—
are not supposed to have any cost-sharing liability in Medicare Advantage plans.
However, the reality is that some of the poorest dual eligibles are being charged for
services provided through an MA plan when they shouldn’t be—at the same time
that the MA plan is being reimbursed at a higher rate than original Medicare.

Conclusion

Medicare Advantage participation poses unique challenges for our dual eligibles,
and the improper marketing abuses of MA PFFS plans and the inappropriate billing
of dual eligibles cause significant harm to this very vulnerable population.

———

Statement of Representative Kathy Castor

I would like to thank Chairman Stark and members of the Ways and Means Sub-
committee on Health for the opportunity to submit my testimony on Medicare Ad-
vantage for the record. It is no secret that Medicare Advantage marketing abuses
have affected many seniors both in my district and the country as a whole. Reports
from the Government Accountability Office highlighting the failure of the Bush Ad-
ministration to adequately audit Medicare Advantage providers show that the time
has come for legislative action. New standardized regulations are required or these
forms of abuse will continue.

Too often we find that Medicare beneficiaries choose to participate in private
Medicare Advantage plans without fully understanding their choice and its potential
consequences. Often, beneficiaries are not made aware that the decision to choose
Medicare Advantage is a decision to give up traditional Medicare. We have heard
of instances when beneficiaries continue to send in their Medicare supplement pre-
mium for several months after they’ve signed up for a Medicare Advantage plan,
never having been told that they are no longer responsible for that payment.

Seniors also transition to Medicare Advantage without warning that they may no
longer have access to their current doctor. It is common for patients to inadvertently
sign up for private Medicare Advantage plans that cost more in out-of-pocket ex-
penses after being mislead about which doctors accept the plans. In many cases,
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there may be just a few if any doctors that accept such plans. Other stories include
signing up seniors with dementia or using scare tactics such as “Medicare is going
private,” and they will lose Medicare or Medicaid if they do not sign up.

Many seniors are also not aware of their rights or ability to leave Medicare Ad-
vantage. Those who are aware and make the decision to return to traditional Medi-
care are forced to enter a complicated lengthy process that can adversely affect the
delivery of health services and leave them without Part D coverage.

My home State of Florida has a large population of seniors. The marketing prac-
tices and abuses by private Medicare Advantage insurers are acute in Florida. Indi-
viduals in my own district have suffered marketing abuses under Medicare Advan-
tage. Charleen Edge was enrolled in a private HMO that she neither requested nor
desired. She tried in vain several times to switch back to regular Medicare. After
breaking her pelvis last April neither Medicare nor the HMO would pay her bills.
As a result, she is burdened with $30,000 in debt. William DiPietrantonio, 73, of
Tarpon Springs, signed up for the Universal Health Care plan called, ‘Any, Any,
Any’ with the belief he would be able to see any doctor or go to hospital he wanted.
When he learned that he could not, he attempted to switch back to traditional Medi-
care. An entire month passed before he was finally reenrolled in traditional Medi-
care. During this month, he accumulated $15,000 in hospital bills for his chemo-
therapy treatments for lymphoma.

Without regulation, seniors will continue to suffer. My recently introduced legisla-
tion, H.R. 4790, the Accountability and Transparency in Medicare Marketing Act of
2007, will hold Medicare Advantage providers liable for their abuses and will make
such abuses publicly known. This legislation requires the National Association of In-
surance Commissioners (NAIC) to develop standardized marketing practices. It pro-
hibits certain activities such as cross-selling of products. Under this legislation, the
NAIC must establish a committee to study and make recommendations to the Sec-
retary of HHS and Congress on the establishment of standardized benefit packages
and their regulation. As CMS has largely abdicated its oversight responsibility, it
is now imperative for Congress to protect America’s seniors.

I would like to again thank Chairman Stark for this opportunity. I commend the
Committee on Ways and Means and the Subcommittee on Health for holding hear-
ings on Medicare Advantage. It is with great anticipation that I look forward to fu-
ture hearings and opportunities to address this vital issue.

————

On behalf of the approximately 1.2 million members of The Senior Citizens
League (TSCL), a proud affiliate of The Retired Enlisted Association (TREA), thank
you for the opportunity to submit a statement regarding the need for accountability
and oversight of marketing and sales by Medicare private plans. TSCL consists of
active senior citizens, many of whom are low income, concerned about the protection
of their Social Security, Medicare, and veteran or military retiree benefits.

While TSCL fully understands the need to address the looming Medicare Trust
Fund exhaustion, we are also concerned with the complexity and plethora of private
Medicare plans. It has been widely reported that many seniors have been misled
and in some cases fraudulently signed up for a plan by insurance representatives.
TSCL has been encouraged that the 2009 Budget proposal by the President’s Ad-
ministration included improved program integrity that could strengthen the Medi-
care entitlement program.

Unfortunately, TSCL has received a number of emails and comments from many
seniors who have wound up in private health plans only to belatedly discover unex-
pectedly high costs. Often, they did not understand that they were leaving the tradi-
tional Medicare when they signed up.

Senate investigators have learned that insurance agents in at least 39 States used
illegal or unethical tactics to sell private Medicare health plans, known as Medicare
Advantage plans. Some insurers signed up unwitting consumers by using “bait and
switch” tactics, forging signatures, using personal information stolen from Federal
records, and even by submitting applications for deceased individuals. The New York
Times reported that Albuquerque cancer specialist, Dr. Barbara L. McAney, said
that many of her patients who signed up for such plans “suddenly found that they
had huge new co-payments $1,250 every three weeks for a combination of five intra-
venous chemotherapy drugs.”

Agents of the private plans have worked out of booths in discount stores or tables
set up in front of grocery or drug stores. Seniors might have thought they were sign-
ing up to get drug coverage or just more information. Then, if they required hos-
pitalization or other costly services later, they might learn that there were higher
co-payments than normally would be charged under traditional Medicare.
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Enrollment in Medicare Advantage plans has exploded in the past year with one
out of five Medicare beneficiaries enrolled. According to the Medicare Payment Advi-
sory Commission, however, the government pays the private plans 12% to 19% more
than it would cost Medicare to serve the same people. The non-partisan Congres-
sional Budget Office estimates that the cost for these extra payments will amount
to $65 billion over the next five years. These extra payments are passed on to the
nearly 80% of Medicare beneficiaries not enrolled in a Medicare Advantage plan in
the form of higher Part B premiums and who receive none of the promised addi-
tional benefits provided by the plans.

Also many advocates are worried that the plans tend to siphon off younger and
healthier seniors. TSCL’s Medicare policy analyst found that this appears to be true
based on the plans she evaluated during last November/December’s Open Enroll-
ment. Those plans were set up in a way that would have most benefited those who
were young and healthy, and would have been cost-prohibitive for older seniors who
might need a prolonged hospital stay. Because the plans receive higher payments
than traditional Medicare and the young and healthy individuals are less likely to
need to use many services under their plans, it contributes to raising the cost of
Part B for everyone.

The Medicare Rights Center (MRC) has reported that there are common problems
people have in Medicare Advantage plans. Unfortunately, many people discover
these flaws after they have joined the plan and cannot switch until the following
year. Problems can include:

¢ Care that costs more than it would under traditional Medicare.

¢ Difficulties in getting emergency or urgent care and care away from home.
¢ Choice of doctor, hospital and other providers is restricted.

¢ Promised extra benefits can be very limited.

TSCL is also highly concerned that the Centers for Medicare and Medicaid Serv-
ices (CMS) have not been providing strong oversight of the private plans as required
by law. Last fall, the Government Accountability Office (GAO) said that private in-
surance companies participating in Medicare have kept millions of dollars in Fed-
eral subsidies that should have gone to seniors to help lower premiums and co-in-
surance costs. The GAO also reported that CMS did not properly audit the compa-
nies or try to recover the money. Under Federal law, Medicare officials are supposed
to audit the financial records of at least one-third of private Medicare Advantage
insurers annually. The GAO said that CMS had never met the “statutory require-
ment.”

At the same time, however, CMS was vigorously pursuing money that it says was
owed to insurance companies by Medicare beneficiaries. In most cases, the pre-
miums were supposed to have been withheld from monthly Social Security checks,
but the government withheld the wrong amounts or nothing at all.

Conclusion

Although we are pleased that Congress is addressing the growing problem of pri-
vate plan marketing abuse and while we do not have a perfect solution, there are
some simple actions that could be taken in the meantime.

Tougher enforcement and increased transparency will save Medicare billions of
dollars annually. A significant portion of expenditures comes from fraud and
abuse that hurts the solvency of important entitlement programs like Medi-
care for current and even future retirees. When Medicare has had the inves-
tigative staff and tools required to combat fraud, about ten dollars for every one dol-
lar invested has been saved in the past.

TSCL also supports lowering payments to the Medicare Advantage plans thereby
making them equal to traditional Medicare plans. Preventing door-to-door sales of
Medicare Advantage plans, stopping marketing abuses, and encouraging all Medi-
care participants to seek assistance from an unbiased, Medicare benefits counselor
are seemingly simple steps that can be taken to protect beneficiaries and the future
of Medicare.

Regardless of which solution Members of Congress believe is best, The Senior Citi-
zens League sincerely hopes that the Medicare and Social Security Trust Funds are
protected and strengthened for future generations.

Thank you.

O
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